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REVIEW OF REPORT OF THE COMMISSION ON MONEY
AND CREDIT

MONDAY, AUGUST 14, 1961

Congcress or THE UNITED STATES,
Joint Economic COMMITTEE, :
Washington, D.C.

The joint committee met, pursuant to notice, at 10 a.m., in room
G—3(_)3i1]1.\1 ew Senate Office Building, Hon. Wright Patman (chairman)
presi .

Presexﬁ;: Senators Douglas (cochairman), Proxmire, Pell, and
Bush; Representatives Patman (chairman) presiding, Reuss, Grif-
fiths, Curtis, and Widnall.

Also present: William Summers Johnson, executive director, and
John W. Lehman, deputy executive director and clerk.

Chairman Patman. The committee will please come to order.

The committee begins hearings this morning on the “Report of
the Commission on Money and Credit”—or at least on those aspects
of the report which are most relevant to the committee’s jurisdiction.

We already know that the report is a lengthy document, some 282
pages, covering a wide range of subject matter and containing more
than 85 specific recommendations. Obviously, we cannot, in the course
of hearings, go into all of these recommendations and give them the
attention they deserve.

The committee’s primary interest is, of course, with those recom-
mendations most related to the committee’s duties as set out in the
Employment Act of 1946. This act declares that it shall be the re-
sponsibility of the Federal Government—

* * * to coordinate and utilize all of its plans, functions, and resources * * *.

for the purposes specified in the act. These purposes are, in the
main—

* * * to promote maximum employment, production, and purchasing
power * * °,

Accordingly, the committee will be mainly interested in questions
of coordination and utilization of the Federal Government’s plans,
functions, and resources toward achievement of the objectives of the
Employment Act.

It appears that the Commission’s report contains many recommen-
dations which are concerned primarily with questions of equity as
between competing groups of financial institutions. To the extent
possible, we will try to avoid consideration of these issues, not only
because they are questions which can better be taken up by the legis-
lative committees of Congress, but because our preliminary inquiries
have indicated some of the private groups having a direct interest in

1



2 REPORT OF THE COMMISSION ON MONEY AND CREDIT

these questions are not yet ready to be heard. To avoid the possi-
bility of seeming to be unfair, 1t is better that we do not hear one
side to these confroversies until such time as all sides can be heard.

A full investigation and study of the Nation’s money and credit
system is a matter of the greatest public importance, and one which
1s long overdue—or at least 1t has seemed so to me.

In 1908, the Congress set up-a National Monetary Commission,
popularly known as the Aldrich Commission, composed of nine mem-
bers of the Senate and nine members of the House, to make an inves-
tigation of the Nation’s money and credit system. And again in
1912, the House of Representatives adopted a resolution instructing
its Committee on Banking and Currency to make an investigation to
determine whether there was an undue concentration of financial or
banking power in the United States. This was known as the Pujo
Committee, whose counsel was the late Samuel Untermeyer. . The
mvestigations and reports of these two famous congressional commit-
tees brought about important reforms in our money and banking sys-
tem, and are sometimes credited with having brought about the estab-
lishment of the Federal Reserve System.

But in the approximately half century since these famous investi-
gations were made, a great many changes have taken place in our eco-
nomic system, in our financial institutions, and, some of us hope, in
the arts and sciences of government and economics.

Because many people, including myself, believed that the time had
come when Congress should again make an investigation and study
of the money and credit system, I introduced in 1955, in the 84th
Congress, House Resolution 210, to provide for the appointment of a
committee of the House to make such a study. At that time the pro-
posal was very hotly contested. There was wide public concern with
what was then a tighter money monetary policy and a higher level
of interest rates than the public had been accustomed to for many
years past. On the other hand, leaders of the congressional opposi-
tion to the resolution argued that the economy was running fine and
that to make a study of the money and credit system would be like
taking the back off a fine watch and tinkering with its mechanism.

We succeeded, nonetheless, in getting the resolution through the
House Rules Committee, and to a vote in the House, in June of 1955.
The resolution failed to carry, however, by a vote of 214 to 178.

During the next'yeir, 1956, the monetary authorities progressively
tightened money, with the result there was even wider public con-
cern and some claims of hardship and distress—such as from the
housing industry. ' : '

It was my task to be chairman, at that time, 'of a subcommittee of
this committee; and in December 1956, shortly before the new Con-
gress was to convene, we held extensive hearings, here in Washington,
on the state of the economy and the effects of the monetary policies
being pursued at that time. ) :

These hearings did not dispel the belief that an investigation and
study of the whole money and credit system was badly needed.

Accordingly, on the opening day of the new Congress, on January
7, 1957, I introduced House Resolution 85, to authorize the House
Committee on Banking and Currency to make an investigation and
study of the money and credit system.
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A few days later,son January 10, President Eisenhower sent down
his state of the Union message, stating that he felt the time had
come to “conduct a broad national inquiry into the nature, perform-
ance, and adequacy of our financial system * * *”’ and asking for con-
gressional authority to appoint a commission of “able and qualified
citizens to undertake this vital inquiry.” '

- On that resolution, Mr. Wilde, our witness this morning and who
is head of this famous commission, testified at one of the rare oc-
casions when a person outside of the Congress has testified before the
Rules Committee. :

Very few times since I have been in Congress has an outsider been
allowed to testify before the committee, but, because of his knowledge
of the subject, Mr. Wilde appeared on February 28, 1957, before the
House Rules Committee in opposition to House Resolution 85 which
I had introduced for the purpose of authorizing the House Commit-
tee on Banking and Currency to conduct such an investigation.

At that time Mr. Wilde favored a private commission, to consist of
both private citizens and Members of Congress. Specifically he said
that the proposed CED, . ‘

Commission on National Monetary and Financial Policy should include some
Members of Congress and some private citizens. The ecase for including Mem-
bers of Congress is simply that there are some exceedingly well-qualified men
in each House and that their participation would increase the acceptance of
the study’s findings in the Congress and in the country.

Later in his testimony he again emphasized this view during an ex-
change with Representative Thornberry :

Mr. THORNBERRY. But you don’t think that Congress, which in the end is
responsible to the people of the country, through a recognized committee, ought
to make the study?

Mr. WiLpe, Yes; I do. I think the Congress should make the study in com-
bination with a business group. I think it should be a mixed commission * * **

In fact, Mr. Wilde even gave an estimate. as to the number of per-
sons, including -Congressmen, that should be on the “mixed” commis-
sion., He felt that 8.to 10 private citizens would be sufficient to rep-
resent adequately the various sectors in the economy, and that an addi-
tional “6, 8, or 10” could be taken from the two Houses of Congress.

On January 14, the ranking minority members of the Committee
on Banking and Currency of both House and Senate introduced
identical bills authorizing the President to appoint such a commis-
sion of private citizens to undertake the study. Those bills were
criticized on several grounds, including which was the argument that
the President needed no legislative authority to appoint a commission
of private citizens to make a study of anything, as indeed he had
apgointed many other private commissions to study other matters.

n January 24, the ranking -minority member of the House Com-
mittee on Banking and Currency (Mr. Talle) introduced H.R. 3660
which set forth an amended proposal. This called for the appoint-
ment of a Commission, nine of whom were to be appointed by the
President and an additional four to be drawn from Members of
Congress, These four were to be the ranking majority and minority

members of the two committees on Banking and Currency.

1 Source : Cong'resslonal Record, appendix, September 19, 1957, pp. 7527, 7529, 7530

(insertion of testimony before the House Rulés Committee, as parf of a statement offered
by Mr. Patman).
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We succeeded in having the Rules Committee report my resolution
on March 20. However, a few days later, on March 25, Mr. Talle
introduced H.R. 6332, which offered a somewhat larger congressional
representation on the proposed Presidential Commission. This later
bill provided for a Commission of 16 members, 8 of whom were to
be appointed by the President, 4 to be appointed by the Speaker of
the House, and 4 to be appointed by the President of the Senate, who-
was, of course, Vice Presuﬁant Nixon.

House Resolution 85 was debated and voted on in the House on
March 27. This time the opposing argument was that a congressional
investigation and study would conflict with President Eisenhower’s
request, and, further, that the group making the study should con-
tain broader representation than just Members of the House of Rep-
resentatives. I})ouse Resolution 85 failed by a vote of 225 to 174.

Some months later the announcement was made of the formation
of the Commission on Money and Credit to make a study and investi-
gation. I believe that this Commission is made up entirely of private
citizens. Mr. Frazar Wilde is chairman of the Commission, and is
here today to describe the origins, purposes, and operating methods.
of the Commission, as well as to give us an introduction to its report.

After Mr. Wilde’s introduction, the general pattern of our agenda
for the rest of the hearings is this: -

Members of the Commission on Money and Credit will present
the Commission’s views and recommendations on particular topics.
Following these presentations we have invited distinguished former
officials and outstanding experts in the academic fields to comment
on these specific items. One topic to be omitted is that dealing with
international monetary policies, the reason being that our Subcom-
mittee on International Exchange and Payments is just completing
an intensive study of this subject.

Mr. Wilde, we are glad to have you, and you may be sure that the
committee will be most attentive and interested in the conclusions
and recommendations which your distinguished Commission has
reached.

I personally feel—and I know that I express the views of the mem-
bers of the committee in this—without respect to the content of its
recommendations, that the Commission on Money and Credit has done
an important public service in bringing to public attention the prob-
lems dealt with in your report.

Since the ranking member of our committee, Senator Prescott Bush,
of Connecticut, is from the State where Mr. Wilde resides, I feel that
it is appropriate to call on Senator Bush to present Mr. Wilde.

Senator Busa. Thank you, Mr. Chairman.

I consider it as a very high privilege, indeed, and I am very grateful
to you for that courtesy.

I have known Frazar Wilde for many years. He is, as you suggest,
one of the very outstanding citizens of the State of Connecticut, and
one who has rendered many services to his community and to his Gov-
ernment, all on a pro bono publico basis.

He is chairman of one of our great insurance companies in the
State that is known as the Insurance State. He has for many years
been an occasional consultant to the Secretaries of the Treasury and
other officers of the Department of the Treasury. And his most recent
contribution, as you have said, is his chairmanship of this special Com-
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mission that has been created by the CED and financed by the Ford

Foundation in the interests of improving public understanding in

connection with matters affecting money and credit and making sug-

gestions to the Congress of legislation which might be appropriate in .
that field.

His job has been a very difficult one. There are 27 members of the
Commission, rather than the 8 to 10 which he thought might originally
be a pretty good-sized Commission. When you get a Commission of
“all stars” from all over the United States, it is a pretty difficult group
to preside over. But it appears from the report and from informal
reports that we have received from members of the Commission that
Mr. Wilde has done an amazing job presiding over this group of stars,
and he has produced a report which has caused widespread comment
and a great deal of favorable comment throughout the United States.

So I take very great pleasure in presenting Mr. Wilde to the com-
glijctee today, and I thank the chairman again for the privilege of

oing so.
_ Chairman Patman. Mr. Wilde, you may proceed in your own way,
sir.

STATEMENT OF FRAZAR B. WILDE, CHAIRMAN OF THE COMMIS-
SION ON MONEY AND CREDIT; ACCOMPANIED BY BERTRAND
FOX, RESEARCH DIRECTOR, EDSEL BRYANT FORD PROFESSOR
OF BUSINESS ADMINISTRATION AND DIRECTOR OF RESEARCH,
GRADUATE SCHOOL OF BUSINESS ADMINISTRATION, HARVARD
UNIVERSITY

- Mr. Wirpe. Mr. Chairman, Senator Bush, I appreciate your kind
introduction very much.

I am not that good, but this effort has been very stimulating, very
challenging, and I hope it has and will make a contribution to the
country’s understanding of our financial apparatus.

I am Frazar B. Wilde, Hartford, Conn. (chairman of the board
of the Connecticut General Life Insurance Co.). Iam appearing here
today as Chairman of the Commission on Money and Credit. Assuch
I welcome your invitation to present to the Joint Economic Com-
mittee of the Congress the report of the commission. :

First, I should like to present a brief history of the Commission
which has spent much of the last 8 years preparing this document.

Then I should like to set forth what I beheve to be the philosophy
underlying the conclusions arrived at by a majority of its members.

And finally T should like to relate this philosophy to these conclu-
sions as a guideline to why the Commission has made its various pro-
posals for improving the economic health of the private enterprise
system under our democratic form of government.

Congress, and especially the Joint Economic Committee since pass-
age of the Employment Act of 1946, has made many outstanding
studies of various aspects of fiscal, monetary, and debt management

olicy and their relationship to economic growth, stable prices, and
Eigh employment. But there had been no overall study of money and
credit, in a%’luz)f its components, made by any one group in the half
century that passed since the report to Congress of the Aldrich Com-
mission, out of which came the Federal Reserve System.
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 For several years many individuals and groups, of which the Com-
tmitted for Economic Development was among the first, had urged such
‘a comprehensive study, especially since it had become apparent how
vastly our financial system had grown and changed since the establish-
“inent of the Federal Reserve System in 1913. : '
* It became apparent in 1957, after President Eisenhower had sug-
“gested a monetary commission, that Congress and the Executive could
not agree upon a formula for conducting such a survey under Federal
auspices. At this time the nonpartisan Committee for Economic De-
" velopment, undertook the creation of a wholly independent and objec-
tive private organization. This group of 25 citizens was then charged
‘ with making ‘a realistic -arid ¢omprehensive survey of all piiblic and
" private U:S. financial and monetary institutions and with recommend-
*ing what changes, if any, were necessary to revitalize and improve
“them, under present conditions, so that they might meet the exacting
‘challenges of the next decade. ' '

The funds to support this undertaking were obtained from the

Ford Foundation and to a lesser extent from the Merrill Foundation
“and the Committee for Economic Development. A group of dis-
tinguished social scientists selected the membership of the Commission,
which was to be broadly representative of the various economic and
social sectors of American life. (The full membership of the selec-
tion committee, the Commission on Money and Credit, and its staff
and advisers, are published hereafter in these hearings at pages 12-13.)
‘At the very moment the Commission was being set up, the Joint
- Economic Committee was beginning its studies of employment, growth,
and price levels. The hearings, special studies, and reports con-
tributed considerably to the work of this Commission, supplying much
needed documentation and data that it would have taken this private
Commission years to assemble. Nevertheless, a vast body of additional
research was undertaken by the Commission.

Leading scholars in'U.S. universities were called upon for.their
wisdom. A competent staff correlated their findings. The report
itself, however, in its final form represents the findings and sugges-
tions of the membBers'of the Commission. All members approved the
_major substance of the report. Because of their diverse backgrounds
'and interests'the result is, I am certain, a consensus of economic judg-

"ment as it exists today in-America. This, I think, increases the value
“of the report, which répresénts no partisan point of view. Equally
“important is'the fact that many individual members of the Commis-

sion have stated theéir dissents as footnotes where they have disagreed
-with the majority view as expressed in the document. =~

In ‘approaching ‘its task the Commission worked on the principle
“that in the American society the status of the individual must be of
paramount concern. : OQur political and ecoriomic systems were founded
on this tenet'and have been developed ‘along these lines since 1789.

" - Throughout history the private ecoriomy has accounted for the over-
‘whelming bulk’ of our ndtional production. The direction and dis-
tribution of this production has always been guided by the decisions of
a ‘huge number ‘of individuals coordinated -in the marketplace. It
-should hardly have to be reiterated at this late date that the dynamics
‘ahd growth of the American economy have stemmed from the incen-
'tives, ingenuity, and skills of countless individuals. . '
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The whole purpose of the Commission’s recommendations has been
directed toward preserving and strengthening this tradition. -

The national economic goals, to the attainment of which the report .
is addressed, lie closely within this concept of our society. These
goals in essence are low levels of unemployment, sustainable growth,
and. reasonable price stability. By attaining these, the individuals -
who make up our democratic society can prosper and the Nation can
continue to grow. o : ‘ :

.The role of government in our society is primarily to make possible
and to preserve opportunities for the.individual. This is the large,
important, and necessary, role of government. There are many func- .
tions of society which, by general agreement, cannot be left in private .
hands but must be given to the government of, the people to perform.
The proper performarice of them will provide the right climate within
which individuals may better realize those indestructible and final
goals of the United States—“life, liberty, and, the pursuit of hap-

iness.” o ) , .
P ‘Under this concept the proper actions of government cannot be an
ericroachment upon the essential liberties .of individuals. When in-
telligently and purposefully discharged they-place government not .
above the individual but as his partner., In any advanced society
government must not only “coin” but control the supply of money. 1t .
must spend money for the general welfare. And it must levy taxes to
support the collective desires of the people.

The Constitution of the United States gives to the Federal Govern-
ment,. among other essential rights, this control over the- money and
credit of the United States; To the Commission this means that the
Federil Government is charged with regulating the money so as to
provide the private economy with the best possible opportunity tq,
contribute to the attainment of all national goals—including growth,,
high employment, and price stability. . o R

Through this great power the Government can make important, in-
deed "indispensable, contributions to the climate within which -our .
private economy operates. Those who value this private economy—
what we call the free enterprise system—must place themselves on the
side of progress in the use of these powers, otherwise those who would .
distort the appropriate functions of Government will hold sway.

The recommendations of the Commission are directed toward the
better use. of existing powers and they are related coherently to the
attainment of these goals. They are a direct outgrowth of this phi-
losophy. which T have expressed. Recognition of this, I feel free to
say, was in the minds of all members of the Commission, whether or
not they dissented from. particular recommendations. Within this
philosophy there is ample room for well-meaning. and well-informed
men to differ in their judgment concerning the role of the individual
or of government. There is also room for consensus and unanimity, in
spite of the vast and complex system of money and credit which is

the major subject of this report. . o s i
Bt na bl o e st e
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fiscal policy, debt management, the private financial sector, Federal
credit agencies, international economic relations, and governmental

organizations stemming from them. It covers wider ground than did
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the Aldrich Commission report, to which it has frequently been com-
pared, mainly because of the growth of financial institutions and the
changes that have taken place in their functions and the economy
since then. . ‘

I shall not discuss them all here in this introduction nor should it be
considered that those sections which I do discuss are the only elements
of high priority contained in the report.

Inits lengthy studies the Commission dealt with money and credit in
a broad context. It considered money and credit together as a major
factor contributing to the attainment of the national objectives of eco-
nomic growth, low levels of unemployment, and reasonable stability of
the price level. The Commission considered money and credit within
the framework of these objectives. Therefore it assigned priority to
no single one of them. Tt was well aware that many other factors have
a large role to play. Although it examined these, it did not feel that
it was within the scope of its assigned task to develop them with any
degree of completeness. '

The Commission, for example, was well aware that the tax struc-
ture—at Federal, State, and local levels—exerts a major.influence on
the attainment of the three objectives, and particularly upon economic
growth. This assumption is stated in the report. But reform of the
basic structure of the American tax system was beyond its terms of
reference. It is the subject of continuing scrutiny in other quarters.

However, it could not ignore the role which taxation plays in form-
ing national policy aimed at stabilizing the economy. The Commis-
sion considered what it believes to be the excessive progression of the
basic tax structure and it did point out the serious need for a review
of the basic tax structure from time to time.

The Commission did develop a specific plan, which is fully explained
in the report, for changes in the tax rate which the Commission felt
necessary under designated circumstances, to facilitate national coun-
tercyclical policies. The Commission’s plan has some degree of novelty
in that, when looked as superficially, it seems to usurp the power of
Congress to levy taxes. This is not the case, as an examination of
the proposal reveals. It is an extension of congressional power to be
usecf) by the President only in times of economic stress, and is subject
to congressional veto. .

This evolutionary, rather than revolutionary, idea has been criti-
cized as giving the President too much power. In similar fashion
the Commission’s recommendations concerning the Federal Reserve
System have been challenged for robbing the System of its historic
independence. This, I feel, is due to a misreading or to a misunder-
standing of what the Commission had in mind, and to a reading of
one or two important suggestions out of context. The changes in the
System which the Commission recommends should be weighed as a
whole, otherwise the Commission’s objectives in making these recom-
mendations will be missed.

The Commission, it seems to me, is well aware of the necessity of
retaining for the Federal Reserve a position of independence from
which it can continue to advance monetary stability while resisting
encroachment from the Treasury. The Commission begins its argu-
ment by stating that the Governors of the Federal Reserve should
be men of great competence, ability, and objectivity. In order to-
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obtain such men the Commission recommends a reduction in the num-
ber of Governors from seven to five and it would pay them the highest
possible salaries available to appointive offices in the Federal Govern-
ment. It is easier to get five men to serve than seven. It is easier to
get highly qualified men if the salary range is in keeping with current
standards for the level of responsibility they carry.

From such a competent group the Commission recommends that the
President appoint a Chairman for a term coterminous with his own
term of office. .

This proposal has been criticized as a politically inspired device
which would “rob” the Federal Reserve of its independence.

Before passing judgment on this proposal it should be noted that
the Commission also recommends that each member of the Board of
Governors should have a 10-year term. Since the Chairman must
be appointed from among these five members, the charge that the
Chairman would be “subservient to the President” is destroyed. It
is too often forgotten that both the Federal Reserve System and its
Board of Governors are basically responsible only to the Congress.
At the same time it should be remembered that the Board, and through
1t the System, does not operate in a vacuum. It is a vital partner of
whatever administration is in power. Assuch a partner it must (and
it does) contribute to the national economic objectives. But these,
in the final analysis, must be originated, developed, and executed by
the administration. Thus the Commission’s recommendations for
these changes are realistic. They preserve and they strengthen the
independence and usefulness of the Federal Reserve.

Many critics of this proposal either forget, or have never known,
that both the ﬁesent Chairman of the Federal Reserve Board and his
predecessor (Mr. Martin and Mr. McCabe) have testified in behalf
of a term for the Chairman that runs coterminously with that of the
President, and that this probably was the intent of the Congress when
the present 4-year term was written into the act.

Another important decision made by the Commissionis its judg-
ment on the so-called numbers game. The Commission wisely con-
cluded that it would be a mistake to make recommendations with
rigid formulas and precise figures. The report points out that “sta-
tistics measure what is and has been” but that public policy “must
prescribe what ought to be.” Statistics are guides, and useful as such.
The Commission does not expect to see the day when human wisdom
in public affairs can be dispensed with in favor of figures alone.

This seems to be especially true with respect to a target figure for
national economic growth. Any growth figure is difficult to defend.
If adopted, any arbitrary figure would seldom, if ever, work out on a
1- or 2-year basis. The setting of such a target figure would not be
understood. It might well result in a continuous, futile debate.
Moreover, such a figure would be compared with the growth rates of
other countries, which have a different statistical concept than ours.
The United States, in my opinion, would be subject to invidious com-
parison and to a loss of self-confidence.

Instead of setting any statistical goal, the Commission believes it is
a better rule to state objectives broadly, to fix the responsililities
sharply, and to make available through statutory authorization a va-
riety of means for their discharge. It believes that in the fuller
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observation of that rule-lie opportunities for better executive coordi-
nation and improved cooperation between Congress and the Executive
for the furtherance of national goals. o : C

Another vital element of the report is its discussion of inflation.
The-Commission strongly believes that there is no need to accept infla-
tion as a way of life in this country. Quite the contrary, the report
points out that inflation is a serious enemy of real and sustained prog-
ress. ‘It shows clearly, I think, that price stability is compatible with
growth and high employment and that it can, indeed; make a solid
contribution tothe attainment of both. - S : o

_One of: the most important and exacting tasks facing the Commis-
sion was its examination of the nation’s private financial institutions.
The Commission took a broad view of this-sector of the economy. - It
looked for ways to increase the opportunity of all people for deposit’
and.savings and it sought ways to increase the resources of, and com-
petition among, lenders. It felt that all potential borrowers, no mat-
ter what their particular credit needs might be, should have access to
more sources-of funds. Only by moving freely in this direction, the
Commission felt, can the private financial system meet its major obli-
gation of contributing most fully to growth, employment and stability.

Specific recommendations in this section’of the report call for more
freedom for bank branching in trading areas, for the Federal chart--
ering of savings banks, for-tax equality among financial institutions,
and for liberalizing the ‘rules ¢overing investment. These all follow
from the basic premise just stated.  ~ : B

The Commission explored the importance of near-moneys and money
substitutes as factors-in influencing the attainment of our economic-
objectives. Recognition of the relevance of these factors played a
role in the Commission’s views on the “bills only” policy of the Fed-
eral Reserve and on Treasury debt management. It was a major
consideration in forming its views on the regulation of nonbank finan-
cial institutions.

A distinction should be drawn between recognition of the important
influence of money substitutes and appropriate measures to deal with
this problem. From the evidence available to it the Commission con-
cluded that additional direct controls over nonbank financial institu-
tions are not needed. This, I want to point out, was not a casual con=’
clusion.

At the same time the Commission did find:that Government credit
agencies require more coordination and liaison than currently exists.

'Another significant section of the report deals with the controversial
problem of the use of direct controls over money and credit. Some
observers of the economic scene have felt that the economic fluctua-
tions which continue to beset us could be mitigated by the use of spe-
cific selective controls. Those most commonly recommended are in
the area of consumers’ durable goods, particularly automobiles. Other
controls that have been seriously considered and recommended in some
quarters are inventory control and control of plant and equipment
expendibures, .. ... .. . ie s cmen o sn ot tead as e

-tkhe Qﬁmﬁlﬁianr;W@ﬁ)ﬂlﬂi@eﬁ;ﬁﬂ'ﬁmawbﬂﬂ??no‘fﬂ%??iw&iﬁc%gﬁ,lﬂa
and [therpiwas lftle supniort amorgﬁ;-;tﬁ{mwlb%ﬁafqmcog}w ;Ogopi.ﬁmx
and equipment or inventory. It did; however, make recommendations
for conscious and rational control in the housing field.
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The Commission in its report makes it clear that monetary policy
alone should not be askeéd to carry the full burden required to attain
the national objectives of growth, high employment, and price sta-
bility. Other Government programs, notably fiscal policy, but also
debt management policy, are required to add their weight. .

The report; does not say that the Government should rapidly and
substantially increase its participation in the Nation’s business. The
national product today is roughly divided between 20 percent in the
Government sector and 80 percent in the private sector. Obviously,
encouragement to the private sector is the overwhelming need. The
task of Government is not to increase its share in the national product
but to rationalize. it so that it is even more effective in its comple-
mentary relationship to the privatearea. - T e

Throughout ‘the report the Commission is aware of the towering
role which the President must play ‘in our democrati¢ form of gov-
ernment. The Commission is well aware of the fact that the job the
President is asked to do is almost overwhelming by the very nature
of the office. No President can avoid the responsibility of furthering
the national objectives, Throughout most of our history the problems
have been mostly domestic ones. 'But in recent decades wars, whether
hot or cold, have been our continuous lot. Thus the load upon the
President has been nearly doubled. The recommendations in this
report affecting the President would, in the Commission’s opinion, aid
him in carrying this double load. They are based upon the sound
theory of building upon the present structure rather than introducing
news groups. Lo o

-In concluding this brief introduction to “Money and Credit,” the
report of the Commission, I would like to quote these pertinent pas-
sages: o : : : . '

The Federal Government must have a set of policies with respect to the level
and composition of its expenditures, the structure of tax rates and composition
of the debt, and terms on which it grants, insures, or guarantees loans, and the
size of the money supply. And clearly it makes a difference what these pol-
icies are.

Because:they influence our economy in so many important ways, it is essential
that Federal policies on expenditures, taxation,. debt management, and credit
terms should-be explicitly chosen in such a way as to foster the achievement of
sustained high employment, reasonable price stability, and an adequate rate of
growth. Those goals cannot be .achieved by the private enterprise system alone
or by the Federal Government alone; but we are not likely to achieve them unless
monetary, fiscal, debt management, and credit policies are chosen with reference
to their effect on the achievement of those goals.. It is not appropriate to blame
the Government for every defect in the performance of our economy. But when
the economy’s performance is not entirely satisfactory, it is appropriate to ask
whether chanegs in Goverinment policies can be madé to improve its perform-
ance:' T e ' :

This, I think, sums up the philosophy underlying the report. How-
ever, I would like to urge that only a reading of the complete report,
long as it is, will give the full flavor of its many recommendations.

Chairman Patyman. Without objection, we will have 10 minutes
each on the first go-around with the witness, and I will ask the deputy
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10 minutes, if I use that much time in the beginning. iiz18Y

Your report lists the names of the selection committee, Mr. Wilde?

Mr. WiLpe. Yes, sir.

74803—61—2
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Chairman Partman. I believe these should be in the record. Do you
have them written for the record ?
Mr. WipE. Yes, I have.
Chairman Patmaw. Let us put them in, please.
(The list referred to is, as follows:)

SELECTION COMMITTEE

Robert D. Calkins, chairman ; president, The Brookings Institution.
Arthur F. Burns, president, National Bureau of Economic Research, Ine.
Everett Needham Case, president, Colgate University.

Charles W. Cole, president, Amherst College.

Morris A. Copeland, professor of economics, Cornell University.

August Heckscher, director, The Twentieth Century Fund, Inc.

Péndleton Herring, president, Social Science Research Council.

J. B. Wallace Sterling, president, Stanford University.

H. Christian Sonne, chairman, National Planning Association. -

Herman B. Wells, president, Indiana University.

Chairman Patman. Who selected this committee, Mr. Wilde?

Mr. Wmpe. My recollection—I will have some of my associates
check me—was that it was largely a very respected and very able
citiéenl,) Donald K. David, of the Ford Foundation, and chairman
of CED. ‘ :

Chairman Parmax. He is the one that selected the committee?

"Mr. Wirpe. I think he did; the selection committee, not the mem-
bers of this Commission.

Chairman Patman. He selected the selection committee?

Mr. Wirpe. That is right.

_Chaigrman Parman. And the selection committee selected the com-
mittee ¢

Mr. Wirpe. That is right.

Chairman Parman. How many were on the selection committee?

-Mr. WiLpe. The selection committee had 10.

Chairman Parman. You will put them in the record, too, please, at
this point, a roster of the Commission membership.

(The list referred to is, as follows:)

“, MEMBERSHIP OF COMMISSION

Frazar B. Wilde, Chairman; chairman, Connecticut General Life Insurance Co.

H: Christian Sonne, Vice Chairman, New York, N.Y.

‘Adolf A. Berle, Jr.,, New York, N.Y. (Withdrew to serve as chairman of the
U.S. State Department Latin America Task Force.)

James B. Black, chairman of the board, Pacific Gas & Electric Co. :

Joseph M. Dodge, chairman of the board, the Detroit Bank & Trust Co. (re-
signed October 7, 1960).

Marriner 8. Eccles, chairman of the board, First Security Corp.

Lamar Fleming, Jr., chairman of the board, Anderson, Clayton & Co.

Henry H. Fowler, Fowler, Leva, Hawes & Symington. (Resigned February 3,
1961, on his appointment as Under Secretary of the Treasury.)

Gaylord A. Freeman, Jr., president, the First National Bank of Chicago (ap-
pointed April 29, 1960). . . : :

Fred T. Greene, president, Federal Home Loan Bank of Indianapolis (died
March 17, 1961).

Philip M. Klutznick, Park Forrest, Ill. (Resigned February 8, 1961, on his
appointment as U.S. representative to the Economic and Social Council of
the United Nations.)

Fred Lazarus, Jr., chairman of the board, Federated Department Stores, Inc.

Isador Lubin, Arthur T. Vanderbilt professor of public affairs, Rutgers Uni-
versity. : '
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J. Irwin Miller, chairman of the board, Cummins Engine Co.

Robert R Nathan, Robert R. Nathan Associates, Inc. -

Emil Rieve, president emeritus, Textile Workers of America, AFL-CIO (ap-
pointed May 19, 1960). . ' - . C

David Rockefeller, president, the Chase Manhattan Bank.

Beardsley Ruml, New York, N.Y. (died April 18, 1960).

Stanley H. Ruttenberg, director, Department of Research, AFL~-CIO.

Charles Sawyer, Taft, Stettinius & Hollister.

William F. Schnitzler, secretary-treasurer, AFL—CIO (resigned April 28, 1960).

Earl B. Schwulst, president and chairman of the board, the Bowery Savings
‘Bank. .

Charles B. Shuman, president, American Farm Bureau Federation.

Jesse W. Tapp, chairman of the board, Bank of America, N.T. and S.A.

J. Cameron Thomson, retired chairman of the board, Northwest Bancorporation.

Willard L. Thorp, director, Merrill Center for Economics, Ambherst College.

Theodore O. Yntema, chairman, finance committee, Ford Motor Co.

STAFF OF THE COMMISSION ON MONEY AND CREDIT

Bertrand Fox, research director,

Edsel Bryant Ford, professor of business administration and director of research,
Graduate School of Business Administration, Harvard University.

Eli Shapiro, deputy research director, professor of finance, School of Industrial
Management, Massachusetts Institute of Technology. ]
The following individuals served as members of the staff of the commission

during varying periods of its existence:

Robert Z. Aliber Vivian C. Howard

George K. Brinegar David Kettler

Joseph W. Conard Harvey C. Mansfield

John C. Dawson Lawrence S. Ritter

James S. Duesenberry Ira O. Scott, Jr.

‘William B. Fairley William L. White

Burton C. Hallowell Mary C. Wing

William F. Hellmuth Karl Schriftgiesser, assistant director
Robert F. Lenhart, executive secretary. of information.

Potrter McKeever, director of informa- Harry E. Rabey, comptroller.
10n.

Chairman Parman. And this selection committee selected the com-
mittee that you were talking about ?

Mr. Wicpe. That is right.

Chairman Paraman. Did the selection committee select you as a
member ? : .

Mr. WiLpe. As a member of this commission ?

.Chairman Patmaxn. Yes,sir.

Mr. Wirpe. Yes, they did.

Chairman Parman. Did they select you to be chairman of the
commission ?

Mr. Wiwpe. I wish T knew who did that to me. I do not know,
Congressman. I found out that I was to be chairman. I assume that
it met the democratic process of the members of the commission who
had been selected by the selection committee.

Chairman Parsan. How were the selections of the members made
by the selection committee? In other words, were nominations made
-tol the2 selection committee or did they make the nominations them-
selves?

Mr. Wipe. I really do not know, sir.

Chairman PatmaN. You do not know whether they decided by vote
of the members or not ¢

Mr. Wirpe. No, I do not.

Chairman Parman. And I guess Mr. David would be the one to
ask about that, would he not ?
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Mr. WILDE Or Mr. Robert D. Calkins, chairman and president of
the Brookings Institution, who was chairman of the selection com-
mittee.

Chairman Patman. We will ask him for further information.
~ Do you know how the staff of the CMC Comm1ttee was selected,
who selected them ?

Mr. Wipe. The staff?

Chairman Patuan. Of the Committee on Money and Credit, how .
the staff was selected. Who selected them ? ' ’

Mr. Wirpe. We ‘selected them by, you might say, trial and error
in order to find out which of several distinguished scholars could be
available to undertake this work, and, as I remember it, several mem-
bers of the commission and Mr. Donald K. David. I was in that act,
but I.am not certain of all the people that participated.

Chairman -Parman. Did you chan%e the staff members from time
to time, let some out and bring more in?

Mr. WiLpe. Subordinate staff. . The two chiefs of staff, Mr.
Bertrand Fox and Mr. Eli Shaplro were continuously there but

scholars who were assistants to them did change .

Chairman Parman. How were the work assignments and task force
assignments of the members made ?

Mr. WiLDE. They were made by the chief of staff and assistant chief
of staff based on their knowledge of the scholars they were hiring
and what part of the work they Wwould be most competent to help in,

Chairman Parman. Who selected the people who wrote the paper
for you?

M}r Witpe. Who wrote the Commission report or these scholars’
reports? .

Chairman PATMAN. The scholars’ reports, I assume..

Mr. Wibe. That was the background material.

Chairman Parman. Yes,sir.

Mr. Wirpe. Those were selected prefty much by Dr. "Fox and Dr.
Shapiro.

Chairman Patvman. How many papers and reports did you receive?

Mr. Wirpe. Mr. Chairman, could I ask my associates? I know
there was a tremendous——

Chairman Parmaw. T wish you would, please Do you have an
associate here? Have him come around.

Mr. WiLpe. Could I ask Dr. Fox to come up.

Chairman Parman. I assume you have the correct number. If
you do not, the approx1mate number. How many technical papers
were prep‘tred 4

Mr. Witbe. About 110to 120 Dr. Fox said.

Chairman Parman. Did you read all these papers? T assume you
wonld rot have the time to read all of them.

Mr. Witpe. No, we had all of these papers read by the staff, not the
people who did the papers, but the people like Dr. Fox and Dr.
Shapiro and others, and the conclusions were reported to the Com-

mission at its meetmgs what these different peo hel glﬁ? tv
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Chairman Patman. As to what was in these technical papers?
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Mr. Wipe. Yes.. - .. - ..

Chairman Patman. All of them or just part of them ?

Mr. Wiwpe. All of those that seemed relevant and needed for the
subject that was before the Commission at that particular meeting.

Chairman Patman. Would you submit for the record a complete
list of a1l the technical papers in the office?

Mr. Wirpe. Iam sure we could do that. ) )

_ Chairman Pamyman. For the record, not for inclusion in this record
to be reprinted, but just for the benefit of the committee, to be inserted
later, if desired. .

Would you submit for the record the complete list of all teclinical
papers in the office?

The list of papers appears in the appendix, p. 474.)

Mr. Wirpe. I see no reason why we cannot, Congressman.

Chairman Patma~. All right,sir, fine. ;

How did the Commission go about formulating its report? In
other words, who suggésted what was to go into the original draft of
the report? o

_Mr. Wipe. Mr. Chairman, in order to get along with our work,
the structure of the Commission was broken up into task forces, and
those topics which seemed to be reasonably homogeneous were tregted
by the task forces in earlier meetings of task forces only, and then
their tentative conclusions were coordinated into the Commission as
a whole by having meetings of the Commission as a whole.

Does that answer your question? | '

Chairman Parman. Yes, sir, I think so.

* T would liKe 'to know this. On a question of importance, did you
have a vote, members in favor of.it recorded, members against it
recorded ? ' '

Mr. Wipe. We had that from time to time when very debatable
issues came up, notably selective controls, changes in the Federal
Reserve structure, important things. It was generally found-—and
it is amazing, I think it is a great credit to the members of the Com-
mission—that after study and review they reached a consensus on
‘most things without any need of a formal vote. o '

Chairman Patman. How many votes did you take? . Would you
say a dozen ? - T ‘

Mr. Witpe. I would think it was of that order. It might have been
afewmore. s S "

,Chairman Parman. And you have all the propositions that were
voted on'and how the members voted on that? h

Mr. Wipe. I think so. We might not haye it recorded, Dr. Fox
tells me, by specific names, but we have the subjects and the count
probably recorded. R SR AT

Chairman Patman. Did you, Mr. Wilde, consider the significance of
the number of commercial banks decreasing in this country in the last
40 years? The number has gone down during, this period which is
the greatest growth in our history, of course, and our population has
gone up tremendously during the past 40 years, but during that time
.the number of commercial banks has gone down from 31,000 to 13,500.
‘That seems alarming to me. ‘ o ' )

Did your committee go into that to determine, if possible, why the
number of commercial banks are going down all the time during the
greatest growth of our history ¢ -

v ' : : t ) ) TR A
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Mr. Wiwpe. I do not think we examined that in detail. It came
into this overall recommendation that the total facilities of the coun-
try should be increased by various measures that we recommend so
that the public in terms of making deposits and in terms of places
to go and borrow money would have increased facilities, and I as-
sume that was in the back of our mind because we were well aware
of this decline in the total number of commercial banks.

Speaking for myself only, I, of course, attributed it to the auto-
motive age. We are no longer conditioned by foot travel and short
distances, and I assume that one of the reasons stemmed from that.

Chairman ParmMan. My time is up and I shall not pursue it further.

But in the discussions I hope someone will answer for the Com-
mission why they recommended that in “metropolitan areas” branch
banks would be permitted to cross State lines, In that way we might
have only a few branch banking systems obviously and then perhaps
a holding company could connect up the branch banking systems of
these metropolitan areas and in the end we would have very few people
controlling the banking system.

I do not have time for you to answer that because my time has
expired and I am yielding to Senator Bush. But I hope somewhere
someone will answer that question I have raised.

Senator Bush ?

Senator Busa. Mr. Chairman, I see that Mr. Wilde is going to
testify tomorrow morning again on the subject of monetary policy,
is that right ¢

Chairman Parman. I think the agenda has him on for tomorrow
morning.

Senator Busa. And I understand that the plan is—is that your
ideia‘,-—téhat we confine the morning to the discussion of monetary
policy

Chairman Parman. Noj it really was not, but I got into that on
the last. But you just proceed in any way you desire, Senator Bush.

Senator Busa. I did not want to get into repetitive matter.

Chairman Parman. What you ask today just do not ask tomorrow
and vice versa, I assume.

genator Busa. I thought maybe you were trying to parcel the rec-
ord out. .

Chairman Parman. I have tried to do that in the past, but I have
never been successful, so I have decided not to try 1t any more.

Senator BusH. I would like to go back to where you are talking
about the question of controls.

Does this apply to installment credit controls?

Mr. Wizpe. What is your question, sir?

Senator Busu. My question is: Did the Commission study the ques-
tion of giving the Federal Reserve Board standby powers in respect
to consumer credit controls, particularly installment credit; and,
if so, what was the conclusion on that ?

Mr. Wipe. The Commission gave a great deal of attention to this
area. 'They discussed the evidence such as the Federal Reserve
Board’s study. _ ,

They talked about their own experience, those who were in the
lending business. It was given as much- analysis as the evidence and
the experience of the members would permit, and this almost even
break was the result of the different judgments of the evidence.
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For example, one of the questions that was brought up was the
‘administration of selective controls, the various opportunities that
geople would have to get around them and create a preference in their

avor over someone else who did not know how to buy an automobile

and escape controls. There were all kinds of detailed discussions
on these points. Also, we debated as to whether the impact on the
economy was.as destai)ilizing as some people think.

And, as I say, the end result was a strong difference, about -half
our. group being sure that it would make no important contribution
and the other half being equally convinced that it could make a con-
tribution to economic stability.

Senator Busa. So you might say that the Commission was pretty
well divided?

Mr. WiLpe. Yes, they were.

Senator Busa. On this whole question of standby controls on con-
sumer credit ?

Mr. Wipe. That is right.

Senator BusH. Since your report was formulated, there has been
a book published, “Buy Now and Pay Later,” which is a very interest-
ing book, because it shows the extent to which consumer credit
has been increased in recent years.

My own feeling is that it is rather an alarming problem. That
is why I wondered whether the Commission found any cause for
uneasiness about the extensive use, the very marked increase in use
of consumer credit in recent years?

Mr. Wipe. As I say, Senator, half the Commission were concerned
and thought that measures should be started to develop effective
standby controls, and the Commission also discussed the two other
areas which have been criticized as destabilizing, the fluctuations in
inventories and the fluctuations in plant and equipment expendi-
tures. S
There was very little support for any controls or standby controls
in respect to those matters.

. Senator Buse. Mr. Chairman, I am going to reserve the rest of
my questions for discussion on monetary policy.

Chairman Parman. Senator Proxmire?

Senator Proxmire. Mr. Wilde, I want to congratulate you on a
splendid statement, and also on this historic and tremendously im-
pressive report of the Commission on Money and Credit.

I am very encouraged by it. It is remarkable that you could get
this diverse a group of scholars, economists, businessmen, labor rep-
resentatives, farm representatives, to come together as you have done
here and make these specific and far-reaching recommendations.

I think it is most encouraging, indicating in this area where we
/have such strong feelings and such differences of opinion, that
there is some real prospect of substantial progress.

I am especially impressed by your statement on page 4 at the
top of your-statement that you have presented to us in which you
stress that the status of the individual must be of paramount con-
cern, and you place great emphasis on the private economy.

You say that here is the bulk of our national production and here
is where our concern should be the greatest.
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I think the fact that, you, speaking for the Commission, take this
position is most encouraging.

Now, I would like to ask.you this. . I intend to get into some of
these things tomorrow, but I think it is very, very difficult to segre-
gate these questions. . _ S .

You first begin to discuss a specific problem where you just touch
on the recommendations that you make with regard to the tax rate,
and you indicate that maybe the President should have some au-
thority to vary the tax rate to achieve a greater degree of stability.
g‘his, of course, is a very controversial and far-reaching recommen-

ation.

It is one that many of us in Congress would be extremely hesitant
about, although it has a lot of merit.

I am wondering, in view of the fact that this is a report of the Com-

mission on Money and Credit, why there is not a comparable recom-
mendation with regard to the expansion of our money supply.
. I am very much concerned with the fact that we have had a vast
increase in our gross national product in recent years and the money
supply has been fairly stationary, or at least the ratio between the
money supply and gross national product has sharply declined.

It seems to me that this has acted as a great restraint in a great
economy where we have so many idle resources. .

Mr. Wirpe. ‘The monetary section of our report is relevant to your
question because we do say there that the money supply needs to be
related to the growth needs and capacity of the economy. . -

We treat with that in the monetary section. I did not discuss it
in this introduction here. .

Senator ProxMIre. You do, indeed, but I feel there is not the same
kind of specific recommendation that the growth of the economy be
encouraged and be given some initiative and drive from an expan-
sion of the money supply. _ .

In other words, there is much more.concern, I feel, with stability
than with growth.

Mr. Wirpe. There was a great deal of discussion in that area and
that was one of the places where a formula or any specific figure was
finally decided against as not being as useful .as leaving it to the com-
petent judgment of the Federal Reserve Board, which could eval-
uate all the elements.’ R L :

You are well aware of the increase in velocity that has come around
through variou devices, better inventory controls, and that sort of
thing. We have been using,our money supply more effectively.

And, furthérmore, if you look at it historically, the money supply
was larger than’ weé needed. ~ 1t was not really working, so that the
change is partly just a practical matter of using our money supply
moreeffectively. ™ . S _ .

" Senator Proxmire. This argument about velocity, of. course, when-
ever you have a situation in which the money supply is contracted
relative to the gross national product, by definition, you have an au-
tomatic_compensating increase in velocity. I am just wondering if
this is very satisfactory. . o -

"Now, I would like to get into one other area very quickly, because
I'"would like t6 ask this question, if possible, before my time runs out
and on this round.” =~ . .

1. . [
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On pige 38 of the report 6n money and ctedit, you have an ex-
tremely interesting discussion that I have not seen before. I think
it is a great contribution to this notion of the effect of increases in
demand on the price level. I o

You argue that Where you have 8 percent unemployment, the ef-
fect of increasing’ demand on the price level is virtually nil; whereas,
where you get down to 4 percent'and then 2 percent, the effect is more
direct and obvious. First, I wonder if you can tell me whether or
not this 8 percent figure is based on an extensive study of experience
in the past? _ ‘

Mr. Wipe. I would answer you by saying that these figures were
for illustrative purposes. ‘ '

They came from scholars who had looked into the apparent rela-
tionship and they thought that these figures gave a good idea of how
it probably worked.

But they are not supposed to be scientifically determined, because, to
me, as not an expert in these fields, all they say is the commonsense
one. - : '

If you have a lot of people who are not yet at work and you have
some idle capacity, of course, there is not going to be any pressure
on the price level and as you get down to the other end there is.

The figures are to illustrate that broad concept and are not pre-
cision figures. ' -

_ Senator ProxMire. It is commonsense, but there is a tremendous
amount of difference of opinion between, for instance, the Chairman
of the Federal Reserve Board, Mr. Martin, and thé Chairman of the
Council of Economic Advisers right now as to whether or not, be-
cause of various frictions in a situation, because of technological un-
employment, because of the lack of appropriate skills and so forth,
you can say where you have a situation now, we have, I think, 6.8 per-
cent as of June, the latest figure I have, of the seasonally adjusted
labor force out of work, 7.3 percent ‘of the unadjusted out of work,
whether you can increase the money supply and increase the pressure
on resources through fiscal policy and so forth without inflation.

I read in the paper this very morning that the monetary experts
are considering a contraction having an’effect on the economy that .
would be deflationary. ‘

In view of what you say here and what is apparently supported by
almost the unanimcus statement of this commission, that would
hardly be appropriate policy 4t this point, is that correct ¢

Mr. WioE. I would say that our presentation here suggests that a
much lower figure of unemployment would be needed before the pres-
sures on the price level were severe.

You are well aware that in certain trades like the building trades,
there is a shortage of apprentices and of trade people, and you could
have certain sectors of the economy where the national level of un-
employment being too high, there would be pretty severe price pres-
sure.

Senator Proxmire. 1T am going to reserve the rest of my time.

Chairman PatmMan. Mr. Curtis? .

Representative Curris. Mr. Chairman, first, I certainly want to ex-
tend my appreciation, and I know the appreciation of the Congress,
for the study that your Commission undertook. Regardless of
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‘whether we agree or disagree, it certainly has stimulated a lot of
thinking, necessary thinking, in this area.
_ I want to deal with matters with a broad brush because I think
that is what the introductory witnesses are dealing with, and try to
get through semantics, if I can, to the actuality.
It seems to me that there are two kinds of monetary policy that we
~can have. One is the policy of neutrality, and complete neutrality,
which, as I understand it, has our money supply expand in accord-
ance with what occurs in the economy. As we have economic growth,
the money must expand to have the adequate supply necessary as the
economy is larger.
The other policy is one that differs with neutrality and would
actually use monetary policy to effect employment or to effect eco-
nomic growth.

I would if you would comment first on that. Do you see two very

distinct kinds of monetary policy:

That which would be strict neutrality and that which would in
varying degrees—and there could be considerable difference, of course,
once you decide that you would—use monetary policy to deliberately
minimize unemployment or to use it deliberately to try to maximize
economic growth ?

Mr. Witpe. As you know, the report says in overall that monetary
policy as a restraint is liable to be more effective than monetary policy
as an overall stimulus to the economy.

Representative Curris. Yes, sir.

Mr. Wirpe. I do not recall that the Commission made the sharp
distinction that you make. I know, of course, from reading in the
press, magazines, and other articles that there are those rather strong
schools of thought.

But the Commission, I think, felt that, as we have said, monetary
policy should be a useful and an important instrument in aiding the
natural growth of the economy, but it would not be able to do it alone.

Representative Currts. Then you are—and I think you are—ad-
vocating a policy that is other than strict neutrality? Those who
take the strict neutrality viewpoint—and I am one who does—feel
that the best way we aid growth is by preserving money as best we
Can as an economic measuring stick of the value of goods and services,
- the value of labor, the value of savings, and from the standpoint of
economic statistics enables us to have some intelligent knowledge of
where we are going.

Under that policy—and unless I mistake it, it is the sense of the
policy that Mr. Martin, Chairman of the Federal Reserve Board,
advocates—there are areas where judgment has to be exercised on
monetary restraint or expansion, but it all relates, as best it can
relate, to what is going on economically, and it is an attempt to keep
the money supply in tone with what is going on in the private sector.

Now, I see a basic disagreement in the Commission’s report, with
one which seems to adopt the theory of a strict policy of neutrality.
- Would I be right in concluding that that isso?

Mr. WiLpE. I think you would be right in this:

That the Commission goes a little further than a policy of strict
neutrality.
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But I am quite sure, as I heard the discussions and as I read our
report, we do not go to the other side and say, if you just make money
very easy and abundant, then the economy will take care of itself.

Representative Curtis. I appreciate that.

I am just trying to get this straight in my own mind as to what
has been advocated here. I know that you do not go that far, and,
of course, I am very happy that you do not. I was disappointed,
though, that there was no one on the Commission who seemed to
follow the economic theory of the strict neutrality of monetary policy
alr)ld the necessity for it to attain the very things that we are talking
about.

Now, one other thing, on monetary policy.

One of the big issues, of course, as I see it today, is if money—the
monetary policy is to be neutral, then we try to remove it from the
political arena and put it into the economic area, and that is the
theory, at least it seems to me, behind the independence of the Federal
Reserve Board.

I do think that this is getting into detail and perhaps I should not
discuss the detail here, but I might point it up. When you change the
Chairman of the Board to be named by the President and to coincide
with a political term, no matter what you are saying, it is, to that ex-
tent, putting monetary policy in the political area, and I think you
argue that it should be, to some degree.

Am1I fairin that interpretation ?

-Mr. Wirpe. Yes, I think you are fair in that statement, sir.

But the Commission feels that with a requirement that the Chair-
man come from the Board and with 10-year terms of office, the op-
_portunity for the President to take a particular individual that he
thinks would be most congenial to him does not deny or interfere in
any important way with the independence of the Federal Reserve.

Representative Curris. I see.

. Your point is that you essentially are preserving it in the economic
sector, to use my figures of speech here?

Mr. WiLpe. Yes.

Representative Cortis. But, to that degree, it does bring it into the
political arena and, in your judgment and that of the Commission’s,
that there should be that reflection.

Now to fiscal policy, and this, to me, is more disturbing, because
there, too, we have a school of thought that feels this way.

" First, let me divide fiscal policy into two sectors: one revenue and
the other expenditures.

At least as far as the revenue aspects, taxation, that that should
be neutral, and again I happen to be one who believes that our tax
policy should be as neutral as we can make it. Yet, I take the recom-
mendations here of your Commission to go away from what I think
has been a classical and traditional approach of the Ways and Means
Committee, and those who have been dominant in the Treasury De-
partment, at least to have as our goal neutrality in the way we collect
our revenues and not try to effect an economic result.

. You do recognize that there is that departure?

Mr. Wipe. The Commission recognizes it, it seems to me, in two

respects.
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First, we say that the basic tax structure ought to be reviewed from:
time to time because it has grown so large that it has an impact on
the ecqgomy whether it is intended or not. Originally, it was not as:
yousaid. - '

" Representative Curtis. That is right.

. Mr. Wipe, But it has become of such size that it affects the
économy. o ] _ ,

" So we say that it should be reviewed from time to time. But what
we are dealing with in this special idea is not a novelty in the sense
of its being an invention of the Commission. It has been discussed
by economists and students for quite some years now. o

It was discussed very actively, you will recall, in the spring of 1958
under the previous administration.

" Representative Curris. I know it has, and our studies of the subcom-
mittee of this committee back around 1956, I think it was, went into
that very thing.

Mr. WiLpe. Yes. .

Representative Cortis. I am quite familiar with it. All T am try-
ing to point up is that that is a very definite departure from the tradi-
tional theory. I happen to believe that we badly need to review our
tax structure, but this can be done in context of a policy of tax
neutrality. :

T also agree that whether we like it or not, taxes do have an economic
impact. But there is a difference as to whether you try to maintain
neutrality or whether you are willing to go along and actually try to
effect economic results, and I think this would be a departure.

Mr. WiLpe. Yes.

Representative Curris. I see my time is up and there is only one
final comment T would like to make.

"I think it is in the area of governmental expenditures that we very'
properly get into the field of policy. It is in that area that I think
the governmental policy deliberately is made, which will affect the
economy. The theory, that I hold and I think some others do, is that
monetary policy and the revenue aspect of fiscal policy should be as
neutral as we can keep it. Then let us get into this other area of
expenditure and possibly in the area of Government regulations of the
deliberate attempt of the Federal Government to effect economic
progress, employment; growth, and so on by conscious policy decisions.

Chairman Patman. Mr. Reuss?

, Representative Reuss. I, too, Mr. Wilde, would like to congratulate
you and your associates for the very useful job you have done.

As you point out in your statement, it was not possible for there to
be a congressional study or an executive study or a joint executive-
congressional study in those circumstances.

. The private study by public-spirited participants, which has re-
sulted in the report on money and credit, is going to be very helpful,
and I would look forward to some legislative attempts next year to
bring about solutions to some of the problems that you have touched
on.
I have just one question suggested by your statement here this
morning.
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In your written statement you quote approvingly from one of the
passages of the report in which it is said that: B

The Federal Government must have a set of policies with respect to the level
.and composition of its expenditures, the structure of tax rates and composition
of the debt, and terms on which it grants, insures, or guarantees loans, and the
size of the money supply. And clearly it makes a difference what those
policies are. :
* That is the end of the quote. ' ' .

I would just like to say that I am glad that you did quote that.
1 think it 1s one of the most significant passages in the report, and
I take it that it represents the view of yourself and your associates on
the Commission that these basic decisions affecting our economy are
indeed policy decisions that have to be argued out in the marketplace
of ideas, in the Congress, in the executive branch, and with the aid of
private groups like yourself. '

- Isthat a fair statement?

Mr. Wiroe. Yes, it is. ‘

Representative Reuss. In the light of that, that underlying philos-
ophy with which I have indicated my hearty approval, I was some-
what surprised and ‘disappointed, as certain members of your Com-
mission wére, at thé basic conclusion on growth which is set forth
on page 31 of the Commission report, where the key sentence is the
following : R L

Although not satisfied with recent _rates‘of groﬁrth, the Commission does not
recommend the establishment of any specific rate of growth as a target.

You address yourself to that failure of the Commission to make,
any recommendation, in your statement here this morning, and one
of the reasons you give, on page 9 of your statement, is. that setting
a percentage goal for iong-‘term growth might well result in con;
tinuous political debate. : '

-‘Now, my question is this? |, R -

What is 'so bad about coiitinuous political debate? Is that not
one way that, the Executive and the Legislature of this country can
move toward the kind of economic goals that, the people in a de-,
mociacy want, and .would it hot have been perfectly, possible to try
to delineate some sort of goals niot to be met in any particular year
perhaps, but to be met over a period of years? ' . -

And, finally, if the Commission was able to decide that it was dis-
satisfied with the recent growth rates—I think in the period we are
considering it was something on the order of 2.5 percent- a year—
why were you not able to pick oiit a figure which you thought would,
be.a more useful goal? T '

. I would like to have your comment on that.

Mr. Wirpk. Those are very fair questions.

First, let me say I have no objection to political debate. I think
it runs to the essence of our democracy.. But in the light of the times,
it could be rather bad for our morale, as it has been in the last few
years, for people to say that.we'are so inefficient that we are going
to be overtaken by’ the Russians and so forth, when we are talking
about things that are not precise numbers. .

There are no growth figures of a strictly homogeneous nature
among the countries of the world.

<



24  REPORT OF THE COMMISSION ON MONEY AND CREDIT

We believe that the Germans and the Japanese, maybe some others,
may have grown in recent years at a higher rate than we have grown.

But you do not know it in any precise sense. Therefore, you can
get into a debate which is not based on a valid premise. But, more
Important, with the work of the Congress in trying to help the
economy with any recommendations that we might iave that are
useful, 1f you people believe that we can have a steady upward path,.
that we will é)uctuate. So if you picked out a figure, 4 percent or
5 percent, and we will get interim fluctuations, we are so emotional
we could get very unhappy and very disturbed. ‘

The Commission did say that figures of 314 to 414 percent seemed.
as though they might be attainable, but the figures that have been
used have run up as high as 6 percent, which is illustrative of the
fact that we cannot agree in these matters, entirely aside from the
matter of measurement of it.

The Commission spent a good deal of time on it because there were.
members who would have liked the precise figure, as you would.

But the consensus came down, as we have stated, that it was better-
to state our objectives in broad terms, suggest ways of getting there,.
use figures as illustrative, but not grecise, target goals,

Does that answer your question ?

Representative Reuss. What baffles me is how the Commission
could, as an intellectual matter, come to the conclusion that it was not
satisfied with the existing 214-percent rate, yet equally declare it im--
possible to pick out a rate which would satisfy it, allowing for fluctu-
ations from year to year. I am talking about a rate which would hold*
for, say, the next decade.

Mr. Wipe. You recall that the historical growth of the country-
has had an amazingly consistent pattern, running around 3 percent.
for 100 years or more.

A figure like 5 percent would be, you might call it, a 66-percent.
improvement, in our performance, not 2 percent, and that would be.
quite an undertaking in the minds of many of the members of the-
Commission. Even 4 percent is a 33l4-percent increase in per-
formance. :

" Representative Reuss. I note that Mr. H. Christian Sonne, a mem--
ber of the Commission, in his footnote on page 5 of the Commission
report said that he was preparing a separate statement which would .
be published in due time.

Has that been prepared and is it published ?

Mr. WILDE. Yes, 1t has, and I presume that upon request of your-
committee we would be very glad to file it with you. I do not happen .
to have it here. :

Representative Reuss. I think it would be interesting.

. Mr. Chairman, I would ask that—— :

Chairman Patman. We have it. It will be made a part of the rec- -
ord, if you desire,

Representative Reuss. I request that it be made a part of the record.

Chairman Parman. Mr. Sonne is testifying on Friday. Would it .
be satisfactory to wait until he testifies?

Representative Reuss. Sure.

No further questions.

Chairman ParmaN. Mrs. Griffiths?
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Representative Grirrrras. Thank you, Mr. Chairman.

Mr. Wilde, I, too, would like to congratulate you on the report and
on your remarks here this momin%.

thought most interesting in the report were the footnotes, because
I thought that they showed a dissension actually among the commit-
tee, and they showed strong ideas on the part of each ingividual.

Personally, I read them with some interest.

I would be interested in knowing how, on page 10, these words got
into the record:

A primary duty of government is to provide an appropriate climate and set of
conditions to enable private enterprise to meet our economic needs through a
competitive market system to a maximum extent practicable.

Do you recall how that was put into the record? I was quite inter--
ested that there were no footnotes to that remark.

Mr. WipE. It was put into the report as a premise, as my philo-
sophical remarks in my introductory remarks this morning were intro-
duced to give a point of departure for many things that might be in-
consistent if you did not have that kind of a basis in your pﬁilosophy
of such a report, ‘

Representative GrirriTas. And did everybody agree that that was
a primary duty of government?

Mr. Wipe. I would say that not only were there no dissents, but I
do not recall any Commissioner who was at all anything but glad to
see it in there. :

Representative Grirrrras. I would like to say that I think that
statement you made this morning is a much happier statement. The '
role of government in our society is primarily to make possible and to
preserve opportunities for the individual. I think that is a better
statement, although I do not really agree with either statement.

I would assume that the primary responsibility or reason for gov-
ernment is to maintain order within the boundaries, and in this morn-
ing’s world maintain peace from without. And anything added to"
that, it seems to me, is sort of a sophistication. -

You state:

‘When intelligently and purposefully discharged——

Mr. Wirpe. That is my introductory remarks? ) .
Representative Grirrrras. In your statement this morning. [Con-
tinuing:]
they place government not above the individual, but as his partner.

Could you give me an instance of your thinking where government -
1s your partner?

Mr. Wope. Yes. I think that government is the partner of the
people in terms of both the material things, and we are using “gov-
ernment” here in the broadest sense,

We expect that government will provide the educational system;
we expect that government will provide the road system; we expect
that they will help in regulating many private activities that run
across the board such as utilities, transport, and so forth.

It is not to be taken in a narrow or literal sense, although we even
have that phenomenon in some respects. We have partnerships in
States and local communities, and in public authorities and various
things.
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But there is a partnership responsibility between various units of
government, and not simply the Federal Government alone.

Representative Grrrrrras. You were thinking of when government
contributes things within the public sector of society, that it acts as a
complement, not necessarily in a narcow sense of partnership?.

Mr. Wirpe. That is right. . J

Representative GrirrrTas. So.that it is almost too broad to say that
government is ever a partner with the individual. Government is not
a partner with the individual, . . _

Ir. Wirpe. In any narrow sense, I am sure I would agree with you.
But in the broad sense that we were using it, I would say that it is
permissible phrasing. ,

Representative Grirrrras. I would think that government is a fair
and impartial arbiter between men. o ‘ '

You have pointed out in your statement this morning—and I agree
with you—thatthe = =~
Commission strongly believes that there is no need to accept inflation as a way
of life in this country. Quite the contrary, the report points out that inflation
is a serious enemy of real and sustained progress.

Would you say that within the last 20 years this country has had
serious inflation ?

Mr. Wipe. If you take the two periods, and I may not recall the
exact periods, there has been very little inflation, as normally defined,
in recent years, but if you go back from the period before the war to
the price level through, I would say, about the early 1950, you had
inflation from my point of view and from the point of view of thou-,
sands and hundreds of thousands, if not millions, of our citizens. To
cut the buying power of your money in half is pretty serious.

. Representative GrirriTes, Would you say this country has had
more or less inflation than other nations? .

Mr. WirpE. I think you will find that the story is both ways; that
there are a few countries which were not involved, such as Switzer-
land, probably, and some others, that had much less, and there are
certainly other countries that have had a great deal more than we
have had. , o .

Representative GrrrrirHs. But, on the whole, throughout the world
our dollar is regarded as stable, is it not ?

Mr. WiLpe. I would like to say “Yes” without any. equivolcation,
but in view of the international balance-of-payments situation, which
is quiescent and superficially favorable at this time, I do not think
I can say unequivocally “Yes.” T think our dollar is highly regarded,
but I do not think it has the same absolute confidence that it had 3 or 4
years ago. . . . C
Representative Grirrrras. Thank you.

Thank you very much, Mr. Chairman.

Chairman Patman. Senator Douglas?

Senator Doueras. Mr. Wilde, on page 61 of your report in dealing
with the question of the longrun growth of the money supply you say:

The average rate of growth of the money supply should reflect the rate of
growth of real output at high employment and stable prices.
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And then there are certain qualifications you make subsequently.

I take it to mean that you believe the money supply in the long run
should be expanded at approximately the rate of national growth in
the gross national product, is that correct ?

Mr. WiLpe. Yes. :

Senator DouerLas. So that if we were to have a rate of growth of
315 to 4 percent, the money supply should be expanded roughly in
correspondence to that rate?

Mr. WirpE. I would think so because I do not think that philosophy
could accommodate—under average conditions it might at the time,
but, generally speaking, I would think the money supply had to
parallel the rate of real growth.

Senator DoucrLas. And that failure to increase the money supply at
this rate will operate in a restrictive fashion?

Mr. Wipe. Do I think it would be restrictive ?

Senator Doucras. Yes. Failure to increase the money supply at
approximately that rate will have a generally restrictive character?

Mr. Wipe. I would think so; yes, sir.

Senator Doueras. In the expansion of the money supply, of course,
there are two main ways of effecting this:

First, by lowering reserve requirements, which has been the policy
followed, 1n the main, by the Federal Reserve Board in recent years;
and by open market operations.

On page 67 of your report you say that you believe that:

The power to change reserve requirements should be used only sparingly and
the Commission favors major reliance on the use of open market operations
for countercyclical adjustments.

So that you look forward to the best policy of expanding the money
supply, not by further lowering of the reserve requirements, but by
open market operations, is that correct ?

Mr. Wirpe. That is ¢orrect, sir.

Senator Doucras. Then, third, the type of securities which are to
be purchased under the open market operations, on page 64 you state:

The Commission recommends the continued use of open market operationg as
the'normal or usual instrument of general monetary policy.

This is a reinforcement of the other statement.

Instead of relying on a bilis-only policy, the Federal Reserve should be willing,
when domestie or international conditions warrant, to influence directly the
structure as well as the level of interest rates in pursuit of countercyclical
monetary policies and should deal in securities of varying maturities.

Do you want to expand that, because this has been contrary, this is
contrary to the declared policy of Mr. Martin, the Chairman of the
Federal Reserve Board?

Mr. Wipe. As you know, Senator, this is a very involved subject
with different degrees of approach to it. ILet me answer it first back-
ward.

You will notice the Commission is unequivocal in stating that they
do not believe that lengthening and broadening the spectrum of opera-
tions should permit and degenerate into a pegged price.

Senator Doucras. Oh, quite, quite.

Mr. Wirpe. But within the bills-only and the longer maturities,
there is a good deal of room for useful maneuver in the economy.

74803—61———3
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One of the reasons, which is not spelled out here, is the desirability
from time to time of helping the market. The market is not very
good for long-term securities because the buyer of long governments:
prefers to buy a corporate at a higher yield, and, yet, there ought to-
be some market, so that is entirely aside from direct monetary impact..

But this would be an orderly thing, in the opinion of the Commis--
sion, to have the central bank in its open market operations use the-
different securities that are out, in accordance with their judgment at:
the time, without any precise formula or measurement.

I do not know whether that answers your question, but that is the-
way the discussion went. ‘

Senator Doucras. Of course, these three recommendations—first,.
that the money supply should be expanded in rough proportion to.
the increase in the real gross national product; second, that the ex-
pansion should take place through open market operations rather-
than a further lowering of reserve ratios; and, third, that the pur-
chase of Government securities should not be confined to bills but.
should include a very large proportion of long-term securities—were-
recommendations which the majority report of this committee made
a year and a half ago and which were very bitterly criticized at the-
time by certain individuals.

It is very reassuring to find that your committee, with the com--
position that it has, has on these points, and, indeed, on many others,.
come to the same conclusion that we did. Naturally, this pleases us,.
and I want to congratulate you on your perspicuity. .

Now the next question I want to ask is on Treasury policy and’
debt management. '

As you know, in the sale of longtime securities it is the practice-
of the Treasury to have these bonds floated at par, and when the-
quantity demand exceeds the supply, which it always does with one-
exception, I think, then the amounts allotted to individuals are-
rationed between the security dealers and purchasers.

.The majority of the joint committee recommended that this policy-
should be changed, putting the bonds up for auction in order to get
a’ competitive price on them, in the belief that when the quantity-
demand exceeded the supply, this was an indication that the price:
fixed was less than a competitive price.

T am happy to note that on page 115 you recommended that:

The Treasury should continue to experiment further with the use of the-
auction technique. ’ o ’ )

So you believe that at least further experiment should be carried
out in this direction? '

Mr. Wope. T think probably the Commission meant even more-
than that; that in matters of public debt you should supply the-
merchandise by trial-and error, in part, that the public will buy..
It is as broad as that in its intent.

Senator Doveras. I again congratulate you.

Now I notice you recommend that the membership on the Federal
Reserve Board should be 5 rather than 7; that the term should be-
10 years rather than 14; that the Chairman and Vice Chairman
should be for 4-year terms, coinciding with the term of the Presi-
dency; and that the President, therefore, should have the power to-
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pick a Chairman and Vice Chairman from the membership of the
Board. ’

Would you explain your thinking on this point?

Mr. WiLpe. Senator, as you perhaps know from your record, per-
haps you can get a more adequate answer from my associate, Mr.
Eccles, who is going to testify.

I would answer you by saying, as I said to another member of your
committee, that it seems a rather logical thing, when a new adminis-
tration comes into power, with its policies that have been thrashed out
in the political arena, to pick from a preselected group those men to:
work with you whom you thing are more personally simpatico. You
still do not control and direct them, but they are congenial to your
thinking, you hope, and you must work with the Federal for 4 years,.
and the Federal must work with the administration, because, while
they are independent and responsible only to Congress, they have to
have a working partnership. They are not operating in a vacuurn.

Senator Doueras. Pending the change in the law on the term and
choice of members, would you say it would be a gracious act for the
Chairman of the Federal Reserve Board to offer his resignation to the
incoming President when the new President assumes office ?

Mr. Wmpe. Senator, I do not think it would be right for me to
suggest what is the proper conduct of a Washington official.

Senator Douaras. This would seem to be carrying out the principles
of your report.

Senator Busa. Mr. Chairman, I object to that question. I think
that is obviously directed at Chairman Martin, and it is a question
of personal conduct and behavior, and I do not think it has any place
in the hearing. : :

Chairman Patmax. I do not think the Senator will insist on an
answer. ‘ ’

Senator Doueras. No, I certainly do not insist on an answer, but
I think it is a logical question which flows from your report.

Seﬁator Busa. It may be a logical question, but this is not the place
to ask it.

Senator Doucras. I think any place is proper for discussion pro-
- vided the question does not reflect or impugn the personal character
of anyone.

I certainly have never impugned the personal character of Chair-
man Martin.

Mr. Wirpe. Senator, it was not discussed by the Commission, and
since I am reporting for the Commission, in that sense, I do not think
I would have a proper reason to answer.

Senator Doucras. Mr. Chairman, I will not take up any more time,
but I would like to have printed in the record a statement that 1
put into the Congressional Record shortly after the Commission re-

ort was issued, indicating there were 18 crucial points on which the

ommission agreed with the majority report of this Committee on
Employment, érowth, and Price Levels; and that since then we have
discovered other sources of agreement. :

I had a very high opinion of you, Mr. Wilde, before you began your
study. I have aneven higher opinion of you now, and, as we discover
further points of agreement, why, my opinion will rise even more.

That is all, Mr. Chairman.
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(The statement referred to follows:)

THE REPORT oF THE CoMMISSION ON MONEY AND CREDIT

Mr. Doucras. Mr. President, the long-awaited report of the Commission on
Money and Credit, established by the Committee for Economic Development, and
sponsored by several of our large foundations, was released yesterday. This
Commission, made up of a diverse group of distinguished Americans, assisted by
an able staff and a group of advisers of great competence, has been considering
the structure and policies of our monetary institutions. The Commission’s report
will undoubtedly receive and certainly deserves a great deal of study and con-
sideration and I have no doubt that it will get it.

As in any such Commission report, there is much with which one can agree
and disagree. I am sure that on further study, I will find some specific proposals
with which I cannot concur fully, or perhaps approve. These points will come
out as one has an opportunity to study the Commission’s report more thoroughly.

At the same time, it is gratifying, to find that this distinguished and conserva-
tive group of men from the business, banking, and professional communities,
after mature consideration and study extending over nearly 3 years, has come to
many of the same conclusions and recommendations which I have been urging
based upon my study as a member of the Banking and Currency Committee and
as a member and sometime chairman of the Joint Economic Committee. It is
not only gratifying but I suppose we in Congress should feel reassured that many
of the principles advocated in our reports have received acceptance from this
distinguished group.

When the Joint Economic Committee ended its yearlong study of the economy
in January of 1960, we made many similar recommendations. We thought that
these recommendations were well thought out, orthodox in conception, and aimed
at a more competitive and more efficient economy. But our recommendations
were opposed by most of the banking community, by almost the entire financial
press and financial writers, and by most of the Republican members of our com-
mittee. I have seldom received such a tongue lashing as was meted out to me
at that time by some of my Republican colleagues.

Now we find that this distinguished group of people have made numerous
recommendations which are either very similar or in some cases exactly like
those which we Democrats on the committee made.

I am very pleased with this fact. I think it vindicates our recommendations.
I hope that the banking community, the financial papers and financial writers,
and some of the leading members of the minority party in the House and Senate
may at long last give us some of the credit which was originally due.

‘While my examination of the items is limited because of time, I would like to
cite a few of the many parallel recommendations between those of our committee
or of myself and the Commission on Money and Credit.

First. In the 1960 Joint Economic Committee report, presented while I was
chairman in the last Congress, as well as on numerous other occasions, we have
urged “in the area of monetary policy, we offer as a general prescription, that
the supply of money—that is, currency held outside banks and adjusted demand
deposits—should increase over time at about the same rate as gross national
product, allowing for normal velocity,” page 15.

The Commission on Money and Credit, coming to a similar conclusion,
states:

“The relatively slow growth of the money supply since 1951 was, in con-
siderable measure, a reflection and embodiment of the generally restrictive
tone of monetary policy.

“The average rate of growth of the money supply should reflect the rate of
growth of real output at high employment and stable prices” (p. 61).

Second. The majority of the Joint Economic Committee have repeatedly rec-
ommended that “the Federal Reserve System should abandon its bills only
policy”—“Employment, Growth, and Price Levels,” Senate Report 1043, 86th
Congress, page 34; 1960 Joint Economic Report, Senate Report 1152, 86th
Congress, page 16.

This recommendation was bitterly fought by the Federal Reserve Board itself
and bitterly fought by the financial writers and by most of the Republican mem-
bers of the committee.
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The Commission, in recommending the use of open market operations states:

“Instead of relying on a bills only policy, the Federal Reserve should be will-
ing, when domestic or international conditions warrant, to influence directly the
structure as well as the level of interest rates in pursuit of countercyclical
monetary policies and should deal in securities of varied maturities” (p. 64).

Third. The Joint Economic Committee last year included, as a major rec-
ommendation ;

“The Federal Reserve should use open market operations rather than lower-
ing reserve requirements as the means of bringing about the secular expansion
of credit which the Federal Reserve and the banks desire” (S. Rept. 1152, p. 16).

The Commission states that it “believes that the power to change reserve
requirements should be used only sparingly and favors major reliance on the
use of open market operations for countercyclical adjustments,” page 67.

Fourth. Nearly 10 years ago, a subcommittee, of which I was chairman,
stated :

“We recommend that all banks which accept demand deposits, including
both member and nonmember banks, be made subject to the same set of re-
serve requirements and that all such banks be given access to loans at the
Federal Reserve Banks” (Document No. 129, Slst Cong., p. 2).

In the report just issued today, the Commission on Money and Credit “rec-
ommends that the demand deposits reserve requirements of all member banks
be made identical and that the classification of banks into country banks and
reserve city banks be eliminated,” page 69.

Fifth. In the same 10-year-old subcommittee report, we recommended that—

“Every effort be made to build up the quality and prestige of the Federal
Reserve officials; among these measures should be a reduction in the number
of the members of the Board of Governors from seven to not more than five * * *
and an increase in their compensation” (Document No. 129, 81st Cong., p. 2).

The Commission on Money and Credit, noting that—

“A reduction in numbers should enhance the status of members recommends
that the Federal Reserve Board should consist of five members * * * occupation
and geographical qualifications for Board members should be eliminated. In-
stead the statute should stipulate that members shall be positively qualified by
experience or education, competence, independence, and objectivity commensurate
‘with the increased responsibility recommended for them * * * the salaries of
top officials throughout the Government should be sharply increased and in view
of the gravity of their responsibilities, FRB members should be compensated at
the highest salary level available for appointive offices in the Government” (pp.
87 and 88).

Sixth. The Joint Economic Committee has repeatedly urged the Treasury
Department to place more reliance upon the auction method for selling not only
short-term but long-term securities—Senate Report 1043, 86th Congress, page 47 ;
Senate Report 1152, 86th Congress page 16 ; House Report 328, 87th Congress,
page 39.

Mr. President, the joint committee urged this upon former Secretary of the
Treasury Anderson again and again and again, but had no response.

The Commission on Money and Credit, urging that less reliance upon admin-
istrative pricing of Treasury offerings is desirable, recommends ‘“that the
Treasury should continue to experiment further with the use of the auction
technique,” page 115. )

Seventh. In its report on “Employment, Growth, and Price Levels,” the Joint
Economic Committee noted that—

“Advance refunding * * * can be an important means of lengthening the
debt. Through advance refunding, the Treasury substantially reduces the attri-
tion which it ordinarily suffers when long-term issues are refinanced.” (S. Rept.
1043, 86th Cong., p. 36).

The Commission on Money and Credit, noting that under the advance refund-
ing technique, there would be less market “churning” recommends “that the
Treasury continue to experiment with the use of advanced refunding technique,”
page 114.

Eighth. The Joint Economic Committee reported to the Congress some time
ago that—

“The greatest contribution which debt management could make to the longrun
attainment of our economic objectives would be to reduce its interference with
monetary policy. A longer average maturity of the debt would help to attain
this objective. The Treasury would have to come to the market less often and
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the switching in and out of Government securities over the business cycle by
financial institutions, which reduces the effectiveness of monetary policy, would
be somewhat reduced” (S. Rept. 1043, 86th Cong., pp. 35 and 36).

The Commission on Money and Credit notes that—

“Regularization of Treasury offerings would reduce the difficuty of refunding
operations occurring at erratic intervals. It would broaden the interest in
Treasury securities, by encouraging the periodic allocation of funds for new
Treasury issues by both individuals and institutional investors and by reducing
uncertainty about the timing and maturity of new issues” (p. 113).

Ninth. The Joint Economic Committee has repeatedly urged and I am happy
to say that with its promptings and insistence upon the disclosure of statistical
information relating to the trading in the Treasury security market, data is
now published weekly on the operations of the so-called 17 dealers in Treasury
securities.

Mr. President, I assure the Senate that when this recommendation was first
made, it was treated very coldly, indeed. In its report, the Commission on
Money and Credit, having conducted most of its study before these statisties
became publicly available, comments upon the desirability and ‘“welcomes the
publication of the new weekly data” (p.120).

Tenth. One problem which has been of great concern to me personally on
which I have commented in hearings before various committees on more than
one occasion, has been the danger of placing too great confidence in our stand-
ard unemployment statistics since they make no allowance for what I call in-
voluntary part-time unemployment.

The Commission on Money and Credit, after its extensive study, expresses a
similar concern, noting that— '

“The present system of reporting unemployment makes no allowance for the
Joss of man-hours, which occurs when people work fewer hours than they wish”
(p. 24).

Eleventh. In its annual report this year, the Joint Economic Committee called
for a review of the actions of the Federal Reserve Board and the Open Market
Committee, as reported in the Board’s annual reports, and just this month,
under the chairmanpship of Representative Patman, the trend of testimony
seemed to suggest that there was much to be desired in this area of publicity
respecting the exercise of these great monetary powers—page 47,

The Commission on Money and Credit, noting that accurate information would
probably be less dangerous than rumors being continuously circulated about
Federal Reserve policy, stated:

“Although there is no easy solution to this issue, the Commission believes that
the Federal Reserve should follow the general rule that the public should be
kept informed with reasonable promptness and with reasonable detail of the
reasons for its policy decisions and actions in order to avoid misunderstanding
and misinterpretation” (p. 92).

Twelth. In considering the solution to our balance-of-payments problem, the
Joint Economic Committee, among other things, stated, in its annual report: -

“We recommend elimination of the dollar gold reserve requirement, now
equal to 25 percent of Federal Reserve notes and deposits. This requirement
is irrelevant to both the supply of and the value of the dollar, and removing
the requirement will reinforce the President’s pledge, made in his state of the
Union message, that the full strength of all our reserves stands behind the value
of the dollar for use if needed.” (H. Rept. No. 328, 87th Cong., p. 39.)

The Commission on Money and Credit has arrived at much the same con-
clusions:

“The Commission believes that threat of a confidence crisis would be greatly
reduced if it were generally recognized, both here and abroad, that all of the
U.S. gold is available to meet our international obligations. Any doubts about
the U.S. policy should be removed by elimination of the gold reserve requirement
at the earliest convenient moment so that all of the U.S. gold stock is available
for international settlement.” .

Thirteenth. Upon a number of occasions we have commented on the need
for coordination of monetary and fiscal policies, most recently in the Joint
Economic Committee’s annual report, where we state:

“We would be remiss if we failed to observe that present coordination of
monetary and fiscal policies appears to be less than desired. * * * In any case,
the Nation cannot afford to have the highest policymaking bodies of the Federal
Government following conflicting policies, supported though they may be by dif-
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ferent assumptions as to what the economic facts are.” (H. Rept. No. 328, 87th
Cong., p. 37.)

The Commission on Money and Credit recognizes this problem sufficient
to offer one possible solution, namely ;

“The FRB Chairman and Vice Chairman should be desigpnated by the Presi-
dent from among the Board's membership to serve for 4 years coterminocus with
the President’s.”

Mr. President, I call attention to that recommendation and say that if it were
to be carried out, the President of the United States would at this time have
%e p((;wer to appoint a Chairman and a Vice Chairman of the Federal Reserve

oard.

Again, I find some satisfaction in discovering that these diverse experts
gathered from the financial and business community have, after such thorough
deliberation, come to much the same conclusions which some of us in Congress
have been urging. I have listed only a few of them, I am sure.

But I hope that these conclusions will be noted by the financial community
and writers and that they may now have the good sportsmanship to admit that
our proposals were, in the main, sound.

Chairman Patyan. Thank you, sir. ,

I think it is proper to add that Mr. Douglas was chairman of the
committee, Senator Douglas was, at the time the report was made that
he referred to, a year and a half ago.

Senator DoucrLas. It may seem somewhat ungracious, Mr. Chair-
man, for me to say this but since I took some rather bruising comments,
I think it is only important that the emolument of agreement should
be spread upon the record. :

Chairman Paryan. Mr. Widnall?

Representative Winnarr. I am sorry that I was not here to listen
to your earlier testimony, and I have not had a chance to read your
statement. :

As I understand it from past history, the Federal Reserve System
was created to act autonomously and not controlled by political think-
ing. Am I wrong in that? Do your studies evidence something far
apart from that?

Mr. Wirpe. Of course, people have different definitions of what is
independence and what is politics.

The Federal Reserve was set up, as I understand it, by the Congress
in order to more effectively carry out its responsibility to the country
in respect to money matters, because the Constitution said the Con-
gress controls coinage, the value of money, and they set up this instru-
ment to carry out their responsibility under the Constitution.

They wanted to remove it from the day-to-day impact of politics,
but not the longrun impact, so they set it upon this independent basis.

Representative Wioxarr. Did your studies show that there was an
incompatibility between the Chairman of the Federal Reserve Board
and the Executive in the past? )

Mr. WipE. I would answer you by saying that that differed ac-
cording to the judgment of some members of the Commission, but
the general consensus was that there was only the kind of difference
of judgment that comes into a professional field. ) )

In the regulation of the money supply you are not dealing with a
-precise science. You are dealing with value judgments which can
only come through experience, and different people have different
ideas.

But I do not recall that there was any feeling on the part of the
Commission or the majority that there was violent incompatibility
from time to time in the last 20 years. :
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Even at the time of the so-called battle of the peg, which one of
your distinguished members participated in, I do not think it was
acrimonious. There was a ditference of judgment on how you handle
the country’s money supply.

Representative Wip~NaLL. Would that finding not tend to support
the present system rather than advocacy of a new system which could
lsn'ing under the heel of politics the operation of the Federal Reserve

ystem ? :

}Mr. Wirpe. It would if you feel that this is rather radical. The
Commission, as I have testified, does not feel that it is particularly
radical.

Representative Wipxarr. That is all.

Chairman Paraan. Mr. Wilde, we will have you tomorrow morn-
ing and we will go to Mr. Eccles now, if it is all right with the mem-
bers of the committee.

Mr. Wicpe. Mr. Congressman, can I say

Chairman Parman. Just a moment, please.

Representative Currrs. I just have one question.

Chairman Parman. Mr. Curtis wants to ask a question.

Representative Curtis. I have been trying to follow your theory on
this changing chairmanship of the Federal Reserve, and I relate it
to another area to see if this does not have the same context.

The same arguments, I should imagine, would apply if we changed
the Chief Justice of the Supreme Court to be selected out of the
present panel every time there is a change of Presidency. I think we
would have a similar situation there, and I do think it would alter
pretty basically the theory of the separation of powers, the one be-
tween the executive and the judiciary, the other between the executive
and the legislative, this control over money being a legislative consti-
tutional power.

The reason in our other regulatory bodies—for instance, the Comp-
troller General, which is an arm of the Congress—we give the Presi-
dent the power of appointments as a convenience, not to give control
over it. That is one reason the.terms of the personnel of these regu-
latory bodies are not in accordance with that of any President.

Do you not feel that the same theories are involved here, Mr. Wilde ?

Mr. Wipe. In part, but not precisely, Congressman. The Su-
preme Court was set up as one of the tripartite arms of our theory
of a democracy. But the Federal Reserve is the creature of the
Congress, of the legislative arm, and if the Congress wants to make a
mi(IiIOI_' gesture toward the administration, this would be a logical way
to do1t.

You see, under the present circumstances we have no logic. We
have a term for the chairman which could be within the term of
the new President 1 year, 2 years, or 3 years. It is nota very rational
setup.

Representative Curtis. Thank you.

Chairman Parman. Thank you, Mr. Wilde.

Mr. Wicpe. Mr. Chairman, may I thank you and your members
for your very kind words about our Commission.

.It has been a very interesting but a very arduous duty at times.
‘We can only hope it makes some contribution.
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Chairman Patamax. One question for the record. How much did
you spend on this investigation and study ?

Mr. Wipe. I do not have the final figures, and some of it, of course,
was indirect in rent-free space and some help. I would think that,
offhand, a good figure would be $1.5 million.

Chairman Paryan. Thank you, sir.

Mr. Eccles.

We have as our next witness the chairman of the board of the
First Security Corp., Salt Lake City, Utah, who was Chairman of
the Board of the Federal Reserve System for 12 years, from 1936
to 1948.

I believe he served longer as Chairman than any other one person.

In addition to that, he served for 5 years as a member of the Board,
making a total of 17 years’ service.

I have a very pleasant recollection of the fine service that you
rendered, Mr. Eccles, as Chairman of the Board and as a_member
of the Board, and I also remember the many forthright decisions that
you made, and I recognize you as a very fine public servant, in the
way that the phrase “public servant” is commonly and generally used
and understood. In other words, a great statesman in that regard.

We are delighted to have you here as a witness, sir, in connection
with this matter about which I consider you know as much or more
about than any person in the United States. We are glad to have
you and you may proceed in your own way, Mr. Eccles.

STATEMENT OF MARRINER S. ECCLES, CHAIRMAN OF THE BOARD
OF THE FIRST SECURITY CORP., SALT LAKE CITY, UTAH

Mr. Ecocugs. Thank you, Mr. Chairman.

Mr. Chairman and members of the committee, I have a statement
here I should like to read.

1 am complimented to be invited to appear as one of the first wit-
nesses before your committee in its consideration of the report of the
Commission on Money and Credit. X was glad to know that you
considered this report of sufficient importance to hold hearings so
promptly after its public release.

Having spent 17 years in the service of the Federal Reserve Board
and 3 years as a member of the Commission, I was glad to respond
to Chairman Patman’s request to appear before your committee to
discuss the Commission’s recommendations relative to the Federal
Reserve System.

Time will not permit me in this statement to cover fully all as-
pects of the Commission’s recommendations affecting the Federal
Reserve.

I should first like to consider with you the historical background
and current need for change. Woodrow Wilson, considered the father
of the Federal Reserve System, had this to say in his first inaugural

address:

We shall deal with our economic system as it is and as it may be modified,
not as it might be if we had a clean sheet of paper to write upon, and step by
step we shall make it what it should be.

Nearly a quarter of a century after the Federal Reserve System was
established, the Banking Act of 1935, sponsored by Franklin D.
Roosevelt, brought about the first basic changes in the System. In
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1937, when President Roosevelt dedicated the Federal Reserve Build-
ing, he had this to say relative to the role the Federal Reserve plays:
in the broad purpose which the Government must serve :

* * * (its) purpose is to gain for all of our people the greatest attainable
measure of economic well-being, the largest degree of economic security and.
stability. To advance the country toward this goal is the primary mission of
the Federal Reserve System. It cannot be attained by that System alone, but
neither can it be reached without the proper functioning of our monetary and
credit machinery. That machinery must be steadily perfected and coordinated
with all other instruments of Government to promote the most productive utiliza-
tion of our human and material resources. Only in that way can we hope to
achieve and maintain an enduring prosperity free from disastrous extremes of'
booms and depressions. Only in that way can our economic system and our
democratic institutions endure.

Twenty-six years have passed, or more than a quarter of a century,
since the Banking Act of 1985. Many revolutionary changes have
taken place in nearly every aspect of our own economy, as well as.
throughout the world. I believe we are living in the most revolu-
tionary period in history. We are experiencing not only a revolution.
in science, but a political, social, and economic revolution as well.
There is a tendency to look away from the realities that exist in the
world today. There is a sizable group of Americans who seem to-
think that big government is our greatest menace. They still believe,
as Jefferson did a century and a half ago, “that government is best
which governs least.” '

In the memory of most of us we have seen the need of a Communica--
tions Commission, a Civil Aeronautics Board, a Power Commission,,
the Securities and Exchange Commission, and many other Government
agencies. These are some of the more recent evidences of expansion
of national sovereignty. In the world of today, Government, regard-
less of political party, must grow bigger and more powerful to survive.

1t is within the historic, as well as the present economic framework,,
that the report of the Commission on Money and Credit should be
considered. The national goals which the recommendations of the
Commission seek are an adequate rate of economic growth, low levels.
of unemployment, and reasonable price stability.

The Commission believes that national economic policy is an inte-
grated whole and. recommendations are made as to how the relation-
ship among monetary, credit, and fiscal measures might be planned,,
reviewed, and related to other measures at the Presidential level.

The most important aspect of the report is that it recognizes that
monetary and credit policy is, of necessity, an essential part of the
overall economic national policy and it cannot be successfully used
separately. The Commission calls for a much greater degree of co-
ordination in national economic policy which, in effect, means much
closer ties between the executive branch of the Government and the
Federal Reserve, as well as the other independent agencies. It in-
dicates that too much independence of the Federal Reserve can mean
isolation and the Commission recommends a greater measure of co-
ordination. The report does not lessen the power of the Federal Re--
serve, rather, it makes recommendations that will strengthen its posi-
tion and enhance its influence in dealing with the President. It also
makes some suggestions to strengthen the Nation’s private financial
system and it recognizes that monetary policy, to be effective, must.
be supplemented by fiscal and debt management programs.
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The Commission has recommended some important and needed
changes in the organization and functioning of the Federal Reserve
System, as well as in the commercial banking system through which it
operates.

LEGISLATIVE MANDATES

One of the most important recommendations made by the Com-
mission is that Congress modernize and make consistent the legis-
lative mandates which set out national economic goals in the two
statutes that bear most directly on the field of the Commission’s con-
cern; namely, the Federal Reserve Act and the Employment Act of
1946. Identical language should be incorporated simultaneously in
each of these statutes to formulate the goals of a low level of unem-
ployment, adequate rate of economic growth, and reasonable price
stability.  These same goals should be made applicable to all Fed-
eral agencies administering economic programs. At the present time
the Employment Act does not include stability as one of the goals
and the Federal Reserve Act does not contain a provision specifically
setting out these objectives.

COORDINATION

In order to bring about the needed coordination to make the man-
dates effective the Commission recommends that the President con-
sider setting up a council under a chairman to be designated by him
and plan its work so that weekly meetings be held of related and in-
terested department and agency deputies, supported by staff assist-
ants from the Council of Economic Advisers. These weekly meetings
should culminate in periodic meetings of their chiefs with the Presi-
dent.

MAJOR INSTRUMENTS

The major instruments of general monetary policy are the powers to
buy and sell securities in the open market, the power to fix discount
rafes and regulate conditions of member bank borrowing, and the
power to change reserve requirements of member banks within the
limits specified by Congress. It is recommended that these powers be
confined to the Federal Reserve Board.

DISCOUNT RATE

At the present time discount rates are set by each Federal Reserve
bank every 2 weeks by its board of directors, subject to review and
approval of the Federal Reserve Board. Credit markets are national
in character and regional differences in discount rates are ineffective.
Under these circumstances a national discount rate policy should cor-
respond with the national open market policy. It is therefore recom-
mended that a discretionary uniform discount rate be established by
the Federal Reserve Board for all Federal reserve banks.

OPEN MARKET

The Commission recommends the continued use of open market
operations as the normal and most useful instrument of general mone-
tary policy. Instead of relying on a bills-only policy, the Federal
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Reserve should be willing, when domestic and international conditions
‘warrant, to influence directly the structure as well as the level of inter-
-est rates in pursuit of countercyclical monetary policies and should
‘deal in securities of varied maturities. However, the normal use of
‘open market operations in bills to carry out technical and seasonal
<hanges in bank reserves is appropriate.

That has been read before by Mr. Wilde.

It is recommended that the present open market committee be abol-
ished and that its functions be placed in the hands of the Board. This
would place directly in the Board, a governmental body, the three
major general instruments of monetary and credit policy. The open
market powers are now vested in the Federal Reserve Board and five
of the Reserve bank presidents whose terms on the open market com-
mittee rotate with the exception of the president of the New York
Federal Reserve Bank whose term is continuous. These members can-
not be considered governmental as they are elected by their board of
directors, the majority of which are elected by the member banks,
whereas the members of the Federal Reserve Board must be appointed
by the President and confirmed by the Senate, and make their reports
to the Congress. ‘

RESERVE REQUIREMENTS

The present general form of fractional reserve requirements against
demand deposits is adequate for the purpose of general monetary pol-
icy. However, the Commission recommends that the reserve require-
ments on demand deposits for all member banks be made the same and
the classification of country banks and reserve city banks be eliminated.
The central reserve city bank classification is to be abolished under the
present laws by mid-1962. The elimination of reserve differentials
would provide better control over the money supply than is now pos-
sible. The Commission recommends that Congress continue to grant
to the Federal Reserve Board a range of from 8 to 18 percent within
which reserve requirements can be set for demand deposits. This
would give to the Board sufficient flexibility to adjust the level of
reserves to meet the needs that may develop.

It is recommended that existing statutory reserve requirements
against savings and time deposits be repealed. These are now uni-
form for all member banks and provide a range of from 8 to 6 per-
cent. These rates are significantly different from those required of
competing thrift institutions.

ORGANIZATION OF FEDERAL RESERVE

The Commission recommends that the Federal Reserve Board be
reduced to five members with overlapping 10-year terms, one expir-
ing each odd-numbered year, members to be eligible for reappoint-
ment. At present the Board consists of seven members of 14-year
terms and not eligible for reappointment. The reduction in mem-
bership should enhance the status of each member and the 10-year
term combines a sufficient protection for independence. I should like
to personally suggest. either a compulsory retirement of Board mem-
bers at the age of 70, or an ineligibility for reappointment after age 65.

The occupational and the geographical qualifications for the Board
members the Commission recommends be eliminated. Instead, the
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statute should stipulate that members be positively qualified by ex-
perience or education, competence, and objectivity, commensurate
with the increased responsibilities assumed in achieving the national
objectives.

It is recommended that the Federal Reserve Board members be
compensated at the highest salaries available to appointive officers in
the Government.

It is recommended that the Federal Reserve Chairman and Vice
Chairman be designated by the President from the Board membership
to serve for 4-year terms, coterminous with the President’s. I am
sure this was the intention of Congress when it passed the Banking
Act of 1935 that provided for the 4-year terms. The Chairman
and the Vice Chairman, if not reappointed, could continue to serve
out their terms as Board members.

It is important that the Chairman of the Federal Reserve Board
be acceptable to the President in order that an effective liaison can be
maintamed. The fact that he is appointed by the head of the admin-
istration in power greatly increases and enhances his influence when
he sits as the Chairman of the Board along with other top presiden-
tial appointees on the coordinating committee.

The Federal Reserve Board Chairman should be chief cxecutive
officer of the Board, empowered to handle administrative matters.
The law should be clarified to authorize the Board to delegate to the
Board committees or the Board members individually, or to senior
staft officers of the Board, and of its functions in the administration
of its powers in regard to the supervision of the banking structure.
Any actions so delegated should be subject to review in the Board’s
discretion.

FEDERAL ADVISORY COUNCIL

It is recommended that the present Federal Advisory Council be
replaced by an advisory council of 12 members appointed by the
Board, from nominees presented by the board of directors of the
Federal Reserve banks. At least two nominees and not more than
one of them from any single sector of the economy should be repre-
sented by each bank. The Board should make its selection, one from:
each district, in such a manner as to secure a council broadly repre-
sentative of all aspects of the American economy. Council mem-
bers should serve for 3-year terms and should meet with the Federal
Reserve Board at least twice a year.

The channels of outside advice to the Board need broadening and one:
obstacle to this is the present statutory position of the Federal Ad-
visory Council, one member of which is appointed by each Federal
Reserve bank. Custom has confined the membership of the council to
commercial bankers.

CONFERENCE OF RESERVE BANK PRESIDENTS

An important internal source of advice should be further recognized
and strengthened.

And I might say that is particularly true in proposing that the
president be taken off of the open market committee.

The law should formally constitute 12 Reserve bank presidents as
a conference of Federal Reserve bank presidents to meet at least four
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times a year with the Board, and oftener as the Board finds necessary.
In establishing open market policy, discount rate, or serve require-
ments, the Board should be required to consult with this conference
of presidents.

STOCK OF RESERVE BANKS

It is recommended that the capital stock owned by the member banks
be retired out of the surplus funds of the Reserve banks which are
adequate for that purpose. Instead of stock ownership, membership
in the System should be evidenced by a nonearning certificate of a
nominal amount, the same for each bank. This change will help meet
the criticism that the Federal Reserve banks are privately owned and
operated for the benefit of the member banks, while at the same time

reserving member bank representation on the Board’s regional
_Reserve banks and branches.

FEDERAL RESERVE REPORTS

" The Cominission believes that the Federal Reserve Board should
follow the general rule that the public should be kept informed with
reasonable promptness and in reasonable detail, the reasons for its
major policy decisions and actions in order to avoid misunderstanding
and misinterpretation. The Commission recognizes that this is a
delicate matter and that the timing and substance of such reports
must be left up to the good judgment of the Board.

STRENGTHENING THE FEDERAL RESERVE AND COMMERCIAL BANKING
SYSTEM

The strength and influence of the Federal Reserve in our economie
system is closely related to the strength of the commercial banking
system through which it functions. This system has great need of
modernization. It has steadily lost ground in relation to other finan-
cial institutions during the past 60 years, and especially during the
last 10 years. In 1900 it represented 52.9 percent of the assets as com-
pared with 39.5 percent in 1958—I do not have figures since then—
whereas the savings and loan institutions increased from 2.6 percent
in 1900 to 9.1 percent in 1958. There is great need, in the interests
of the economy as a whole, to strengthen both the Federal Reserve and
the commercial banking system. To assist in accomplishing this, the
Commission recommends :

1. That all insured commercial banks be required to become mem-
bers of the Federal Reserve System. There are about 6,600 of these
banks which are not members. This legislation would be consistent
with the Home Loan Bank legislation which requires all insured sav-
ings and loan companies to be members of the Home Loan Bank
System.

9. That all Federal bank supervisory agencies be unified by trans-
ferring to the Federal Reserve System the functions of the Comptroller
of the Currency, as well as those of the Federal Deposit Insurance
Corporation. This would greatly simplify and strengthen the examin-
ing, regulatory, and supervisory functions of the three agencies. For
a complete discussion of this subject and its merits, I refer you to
the 1938 Annual Report of the Federal Reserve Board.
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3. That the competitive relationship between the commercial banks
and the thrift institutions be improved by providing for greater tax
equality.

There are other recommended changes which would improve the
entire banking system and which will be discussed by others. An
especially important one, of course, is the branch bank proposal
recommended.

In eonclusion, I wish to place in the record my comments and reser-
vations which have been made a part of the Commission’s report.

Chairman Patman. Without ogj ection, it is so ordered.

Mr. EccrLes. ShallI readit?

In general, I subscribe to the recommendations of the report. How-
ever, I have grave doubts that they will prove adequate to achieve
the national economic goals which they seek, which are: an adequate
rate of economic growt%l, low levels of unemployment, and reasonable
price stability.

The special weakness of the report is that it fails to give adequate
consideration and weight to the unstabilizing effects of the monopo-
listic power exercised by organized labor. It is unrealistic to gloss
over the effects of its actions on prices, imports, exports, employment,
rate of growth, and the deficiency in our international balance of
payments.

Wages and fringe benefits of union labor in this country are from
two to five times that of other industrial countries. Thus, organized
labor not only draws from the economy benefits in excess of increases
productivity, but undermines our ability to compete in world as well
as domestic markets.

Until the Government recognizes the seriousness of this situation
and passes legislation which adequately deals with it, as it has with
business, there is, in my opinion, little chance of meeting the national
economic goals.

I think the report is also weak in not dealing more realistically
with our international balance-of-payments problem in the light of
the phenomenal recovery and great increase in productivity of Western
Europe and Japan.

I do not believe the United States can continue as the reserve cur-
rency country and world banker in the light of its present price struc-
ture. It should move as rapidly as possible to transfer this responsi-
bility to an international monetary organization where currency values
can be adjusted—upward or downward—over the longer period as
the basic need is determined. Our alternatives are: greatly increased
productivity and lower prices or tariffs, quotas, embargoes, exchange
corll.tr_ols or the discontinuance of present foreign aid and defense
policies. -

Chairman Pataan. Thank you very much, Mr. Eccles.

I would like to ask you two or three questions, if I may.

Senator Busa. Mr. Chairman, would you yield for just one second ?
I have got to leave and I want to compliment Mr. Eccles on the very
comprehensive statement.

It is very, very interesting and certainly, with his long experience
in the Federal Reserve System, the committee should value very
highly and will, T am sure, your comments about the changes that
seem to be necessary.
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I agree with most all that you have said. I do not think I quite
go along on the recommendation on the chairmanship. But much
of the other recommendations make an awful lot of sense.

I have no doubt that Mr. Eccles greatly influenced the thinking
of the Commission in connection with its recommendations for the
Federal Reserve System.

Thank you, Mr. Chairman,

Chairman Parman. Thank you, sir.

You mentioned discount rates. Under the law that can be done
now, can it not, Mr. Eccles, because the law says that although the
Federal Reserve bank directors will fix a rate every 2 weeks, that the
rate was then to be approved—the word “established” is used in the
law as it now stands? Itisinthe lawnow?

Mr. Eccres. That is correct.

Chairman Paryax. In other words, it is the law now?

Mr. Eccies. This recommendation simplifies it. The Board today
indirectly has the power to change the rate. It seems to me that
instead of having the Reserve bank boards meet every 2 weeks for
the purpose of establishing a discount rate that may go for years
without a change, is unnecessary when the Reserve Board could
disapprove it and establish the rate they want. '

Now, as a practical matter, the discount rate—I know when I
was with the Board—was discussed not only with the Board as a
whole but also with the Reserve bank presidents, so that they under-
took to establish the rate that was more or less agreed upon, and
the first bank meeting after the decision was made was the bank that
established the rate. The other banks usually followed suit.

There was a case where one bank did not do so and it was instructed
by the Board to establish the uniform rate, so that the Board, in
effect, does control indirectly the discount rate.

What this recommendation would do would be to make it direct
and clear, and the Reserve banks would not have to be submitting
a rate every 2 weeks; that is entirely unnecessary.

Chairman Paruman. I see no reason why it should not be done,
but under present law the Board “establishes.”

Mz, Eccres. It is established in the first instance by each bank, and
then the Reserve Board approves or disapproves that rate.

Chairman Paraan. Well, what rate? It could approve any rate?

Mr. Eccues. That is right, but what I am saying is that the Reserve
‘%anks establish the rate that is indicated to them by the Reserve Bank

oard.

Chairman Pataan. Now, then, another question:

The policy has been established—I do not know when it was estab-
lished—or permitting the 12 presidents of the Federal Reserve banks
to meet with, and take part in, the open market committee meetings,
instead of just the 5 who are actually bona fide members of that group.

In other words, the Federal Open Market Committee, as you know,
by statute, is composed of the seven members of the Federal Reserve
Board, and five member presidents—I mean presidents of Federal
Reserve banks—four alternate, one continuous as you brought out, the
New York Federal Reserve Bank. But instead of having a meeting of
just that Federal Reserve Committee, which is set up as an agency
of the Government under the 1935 act, meeting by itself, they actually
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have these other seven presidents in there, and they participate in
discussion.

They use any moral suasion that it is possible for them to use
in connection with the discussion of issues that come up. The point I
am getting at, Mr. Eccles, do you consider it under the law legal for
these extra members, extra presidents of the Federal Reserve banks,
to sit in on those meetings?

Mr. Ecores. I would think so. I can see no harm in it. On the
basis of the rotation which is undertaken

Chairman Parmax. I know, but was it done when you were there?

Mr. EccLes. Sometimes we would discuss matters at a presidents’
conference when they were in. But as a usual matter

Chairman Pararan. An official board ?

Mr. Eccues. Yes, that is right.

As a usual matter they were not present. Only the members were
present at a full meeting of the Open Market Committee. I understand
now that all of the 12 presidents meet with the Board very often, may-
be once a month.

Chairman Patmax. I understand they meet every time the Federal
Open Market Committee meets, every 3 weeks, is it not ¢

Mr. Eccres. That is right.

Chairman Parmaxn. All the presidents are there?

Mr. Eccres. That is right.

Chairman Parman. In other words, it is 12 to 7, although only 5
of them can vote, the others participate in the proceedings. They
engage in debate and do everything else that the members do.

I personally do not look with favor on that, and I just wondered
how it came about. It is evidently something that has been brought
about since you left.

The other question I wanted to ask you about is the Federal Ad-
visory Council. Why should we have a Federal Advisory Council,
when—I know you have brought it out a number of times, and espe-
cially in your book, “Beckoning Frontiers”—the only reason that the
Federal Advisory Council was established in the first place was be-
cause Mr. Woodrow Wilson, the President, was determined- that
bankers should not be on policymaking boards?

Mr. Eccres. That is right.

Chairman Patman. And he would not permit any provision to go
into a law that would permit the bankers to participate directly or
indirectly in the making of, or agreeing upon, interest rates or formu-
lating policies leading to the money supply.

His answer was that it would be just as well to have presidents of
railroads on the Interstate Commerce Commission. He was so
adamant on that question that I believe Mr. Carter Glass got
up this amendment, so that instead of having them on the Board or
on these boards fixing interest rates and money supply, they would
have the privilege of selecting one from each Federal Reserve district
to be on a Federal Advisory Council, which would meet once every 4
months or three or four times a year, and the Board was to confer
with them from time to time. It does not say that they would have
to do anything more than “confer” with them.

But since that was done, Mr. Eccles, we have changed the whole
concept, and we have, in effect, put bankers on the Board itself by

74803—61——4
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putting people who are selected by representatives of the banks on
the Federal Open Market Committee. Why should we have this
Federal Advisory Council at all?

Mr. Eccues. The Commission recommends that the Federal Ad-
visory Council be eliminated. )

I think that it was a compromise that was made at the time the
Federal Reserve Act was originally passed. I think it would be
much better to have a council that was more broadly representative
of the interests of the economy rather than the council being made
up entirely of 12 commercial bankers. The commercial bankers dur-
ing my experience in Washington made recommendations to the
Board after spending a day together among themselves and with the
staff.

I could never figure that we got advice that was completely objec-
tive. It always seemed to me that the advice that we got, at least
from the majority of the Council, largely favored the private banker
point of view rather than what may be considered a public point of
view, and possibly the Council were carrying out what they felt was
their obligation to represent the private banker point of view with
the Board.

I believe the Council has outlived its usefulness.

I believe that a representative group—that does not mean it would
exclude all bankers from this body

Chairman Parmawn. I notice. That is an improvement, I will
admit.

Mr. Eccres. That this body would be widely representative of the
interests of the economy as a whole.

Chairman Parman. Yes, sir.  Now, one other question and I will
yield to Senator Douglas. Where in the Federal Reserve Act does
the Federal Reserve Board or the Open Market Committee or the
Federal Reserve System, or any part thereof, have the duty, obliga-
tion, and the privilege of determining monetary policy ¢

Mr. Eccres. You mean where in the act ?

Chairman Parman. Yes, sir.

Mr. Ecores. I cannot refer you to the section, but, as I recall, the
Open Market Committee, as it is now established, was set up in the
Banking Act of 1935.

Chairman Parman. I believe 1933, made up all the Governors.

Mr. Eccres. I know,but as it is now established. g

Chairman Patman. Asnow established, yes, sir.

Mr. Ecores. The act of 1935.

Chairman Parman. Yes, sir.

Mr. Eccues. Changed the act.

Chairman Parman. Yes, sir.

Mr. Eccres. And as the bill passed the House, it included only, as
I recall, the Board.

The Senate changed the bill to give representation to the Federal
Reserve Bank Governors—they were governors in those days—and
the act changed them to be presidents.

The conference committee of the House and the Senate reported
out the bill that made up the structure of the Open Market Committee,
the Board and five members representing the banks,
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There was a later modification to that that proyided that the New
York bank would be continuously on the Open Market Committee,
the reason being that was the money market, and the New York bank
was the agent for the System in the carrying out of open market policy,
and I think that is still the law.

Chairman Paraax. Yes,sir; since 1942, I think.

Mr. Eccres. That is right.

Now, the power to change the discount rate, open market policy
and reserve requirements were added to the act, but the objectives of
monetary policy were not changed. They were practically what they
have always been, and I suppose you could read m the act,-along with
the Employment Act——

Chairman Patsan. That is the point, I believe: That the Employ-
‘ment Act implements the Federal Reserve.

Mr. Eccres. That is right.

It implements it in the field of production and employment.

Chairman Parman. Yes, sir.

Mr. Eccres. And not stability. The Federal Reserve Act was
rather narrow in the objectives that it gave to the Board. The elastic
currency was a matter of first consideration, to provide adequate credit
for commerce, agriculture and industry. The broader approach of
using it as the economic instrument for maintaining production, em-
ployment and an adequate rate of growth was not a concept of the
Federal Reserve Act at that time.

In the Banking Act of 1935, the mandate, a good deal like the one
that is now proposed, was in the House bill, and that had to be sacri-
ficed in the negotiations in conference. That was prior to the Em-
ployment Act. '

Chairman Parman. It should be said, Mr. Eccles, I happen to re-
member this, and you were in favor of the Federal Reserve Open
Market Committee being made up of public members only.

Mr. Eccres. Yes, sir.

Chairman Paryax. And your opinion prevailed in the House
committee. .

Mr. Eccres. That is right, and the objective is the same that is now
proposed.

Chairman Parmax. It was in the Senate committee that the repre-
sentatives of the bank were put on and in the conference that was
agreed to. I well remember that. I have read your book with great
interest, and you recite a lot of these things and how they came about,
and I think you rendered a great public service when you wrote that
book.

Senator Douglas?

Senator Doucras. Mr. Eccles, in your statement you declare:

I am sure this was the intention of Congress when it passed the Banking Act
of 1935 that provided for the 4-year terms—
namely, that the Chairman and Vice Chairman of the Federal Reserve
be designated by the President on the Board membership, and that
the term should be coterminous with that of the President.

Now, why you did not become a member of the Federal Reserve
Board until 1936, it is my memory that you were special assistant to
the Secretary of the Treasury in 1934 and 19357

Mr. EccLes. No,ne.
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Senator Doucras. Pardon?

Mr. Eccres. I became the Governor of the Federal Reserve Board
in the fall of 1934, and I took the appointment with an understanding
with the President that he would support what proved to be title
II of the Banking Act of 1935, which called for these basic reforms
in the Federal Reserve. ’

Senator Doucras. What I am trying to do is to establish your com-
petence in this matter. I am simply trying to establish your com-
petence, speaking about the Banking Act of 1935, because you had a
great deal to do with the preparation, administration, and draft, and
were in intimate touch with the development of that bill as it went
through Congress, is that not true ?

Mr. Eccres. That is correct.

I had a great deal to do with title II of the act. There were three
titles. Title I dealt with some amendments to the Banking Act that
was favored by the Comptroller of the Currency. Title IT dealt with
the Federal Reserve; and title III, the Federal Deposit Insurance.

The purpose for getting title IT sandwiched between titles I and
I1I was to get some assurance of its passage; that the banking fra-
ternity wanted very much to have title T and title TII. They were
very much opposed to title II. The way to get title IT was to tie them
into title T and title ITI.

Senator Doveras. You say that it was the intention of title IT to-
provide that the terms of the Chairman and Vice Chairman would be
coterminous with that of the President ?

Mr. Eccres. Ithink so.

The bill was modified in the conference committee. It was late in the
session of Congress. The House bill provided that the Governor of the
Board serve at the pleasure of the President. Up to this time, the
Secretary of the Treasury had always been the Chairman of the Fed-
eral Reserve Board, ex officio Chairman.

The Comptroller of the Currency was also an ex efficio member, and’
there were six members of the Board appointed for 12 years, their
terms alternating. This made a Board of eight.

The Governor, one of those eight members, was designated by the-
President to serve as the chief operating officer of the Board. He was:
known as the Governor of the Board. I was appointed to that posi-
tion in the fall of 1934 when Congress was not in session.

The law, although it did not specify that the Governor should be.
appointed to serve at the President’s pleasure, it was always inter-
preted to be the case, because it did not provide for any term. It
said:

The President shall designate one of the members of the Board to serve as.
Governor.

Up until the term of Eugene Meyer, who Mr. Hoover appointed.
in 1928, the President appointed the Governor of the Board who was
chief operating officer every year, from the beginning of the System.

You had until the Banking Act of 1935 the Secretary of the Treas-
ury, the Comptroller of the Currency and the Governor of the Federal
Reserve Board appointed to serve at the pleasure of the President.

You must admit from that organizational structure then was much
less independent than after the Banking Act of 1935. The Banking:
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Act of 1935 created a much greater degree of independence than
existed prior to that time.

Senator Doucras. How did this lack of synchronization between
the terms of the Chairman and the Vice Chairman at the present time
develop? The term of the Chairman was to be for 4 years. You said
1t was the original intention that the term should run in terms of the
presidency but in practice this has not happened.

bHow did this failure to develop synchronization of terms come
about ?

Mr. Eccres. The Banking Act of 1935 went into effect as of Feb-
ruary 1936. If that was a presidential year, then the President would
be sworn in, in January, and the Chairman would be appointed as of
the 1st of February.

To the extent that this was not the case, it would not be cotermi-
nous. If a Chairman should resign, as was the case of Chairman
McCabe, before his term expired, a new Chairman appointed for a
term of 4 years, that would not be coterminous.

Senator Doueras. Was it synchronous up until the resignation of
Chairman McCabe?

Mr. Eccres. I could not say. Let us see, 1936, was that a presiden-
tial year?

Senator Doucras. It certainly was. :

Mr. EcoLes. Yes. You were elected that year, I think.

Senator Doueras. No, No. Iam not asantique as that.

Mr. Eccres. No, no, it was in 1946. You were 10 years younger
than that, :

I tell you—TI think it must have been—it must have been a presi-
dential because I went in as Chairman on the 1st of February 1936,
and I continued to serve as Chairman for a period of 12 years. Mr.
Truman went in as President in 1945. I was appointed for a term of
4 yearsin the 1st of February.

Senator Doucras. Of 1944 ¢ :

Mr. Eccres. 1944, that is right, so it was synchronized.

Senator Doueras. Of course, it is not quite synchronized, because,
if your statement is correct, it would be the last year of an outgoing
President rather than the first year of an incoming President.

Mr. Eccres. Mr. Roosevelt had just gone in, in 1944, in January.

Senator Doucras. Yes, that is right. :

No, he was elected in November 1944,

Mr. Eccres. All right. I am not sure.

Senator Doueras. Would you be willing to read the transcript and
then get the chronology corrected for the record ¢

Mr. Roosevelt was elected November 1944 and took office January 1945,

Mr. EcoLes. Right.

Senator Doueras. Now, if I may go into a somewhat painful mat-
ter, but which perhaps the passage of time has smoothed, in 1948 you
were replaced as Chairman by Mr. McCabe. This was a result of your
resignation ? )

Mr. Ecores. No, I offered my resignation to President Truman when
he was elected.

Senator Doucras. When he was elected ¢

Mr. Eccues. That is right—I mean when he took the Presidency.
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Senator Doucras. Tunderstand.

Mr. Eccres. And he was not willing to accept it, wanted me to stay..

Senator Doucras. That is, you felt that the incoming President had
the right

Mr. Eccres. Idid.

Senator Dovcras. To name the new Chairman of the Federal Re-
serve Board and that you were not to hold over automatically because
you had been appointed ? : S

‘Mr. Eccres. I felt very strongly that I should offer my resignation
as he did not appoint me, and he should select somebody of his own
choosing.

At thge end of my term as Chairman February 1, 1948, 1 was not
redesignated. I chose tocontinue tostay onasa member of the Board,
which, of course, I had a right to do. Does that answer your guestlon?

Senator Doueras. I think it establishes, subject to correction of the
record, it establishes the fact that up until 1952, was it, that the Presi-
dent had the right to name the incoming Chairman at approximately
the time hat he came into office ? : .

Did you offer your resignation to President Roosevelt in 19407 Did
you have any conversations with him about that matter?

Mr. Ecorgs. 1 took the 4-year term when the new law was passed so
that my term as a member and my term as Chairman expired at the
same time, and I wanted to leave Washington. Ihad planned to leave.

" T had served as long as I felt that I should, and I wanted to leave
Washington, and he persuaded me to stay.

Then I took another 4-year term instead of the 14-year term.

Chester Davis, who was a member of the Board and who wanted
to have the long term, he resigned from the short term and got a 14-
year term, and I took his unexpired 4-year term so that my term as a
member expired coterminous with that of my chairmanship.

Senator Doucras. So that in practice you carried out the prin-
ciple

Mr. Ecores. One of my reasons for that was I had been extensively
engaged in the banking business and 1 wanted to go back into it, if
that would permit me to do so.

Senator Doucras. Then it was your practice, as well as your belief,
during the period that you were on the Board that the Incoming
President should have the right to replace you, if he so desired ?

Mr. Eccres. That is right. ' :

As a matter of fact, I said before to the House in 1985:

I think, as a practical matter, it is reasonable to allow the President to remove
a Governor when he sees fit. An administration is charged with the economic
and social problems of the Nation. It seems to me to be extremely difficult for
an administration to deal with these problems, economic and social of the entire
country, without having these powers. There must be a liaison, a responsive
relationship between the administration and the monetary system. This does
pot mean political control in the undesirable sense which it is often implied. ) 3

think that the Governor of the Federal Reserve Board is the channel through
which the relationship with the Federal Reserve System should develop.

That is 26 years ago.

Senator Douaras. It was of great benefit to the country, Mr. Eccles,
that you were not permitted to go back to your banking i)usiness, al-
th(l)\‘IlghPIﬁl’?derStand you have done quite well since you did go back.

r. Pell?
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Senator Prrr. No questions.

Senator Doucras. Mr. Reuss? ]

Representative Reuss. You and the Commission on Money and
Credit, Mr. Eccles, recommend that the Federal Advisory Council to
the Federal Reserve Board be composed of 12 members, and the Board
of Governors of the Federal Reserve should make its selection, one
member of the Federal Advisory Council from each district, in such
a manner as to-secure a council broadly representative of all aspects of
the American economy.

Mr. Eccres. That is right. )

Representative Reuss. I am reading from your recommendation on
that.

I have this difficulty with that proposal. As I read it, the Federal
Reserve Board is restricted to the nominations made by the board of
directors of each of the 12 Federal Reserve banks. The banks are not
required to nominate people which, in the totality, represent broadly
all aspects of the American economy.

Therefore, what assurance is there that the Federal Reserve Board
itself will have a slate adequate to insure the choice of 12 who are, in
fact, so representative?

Mr. Eccrrs. It certainly was the intention of the commission, and
in the final drafting of the report in detail, each member of the com-
mission did not have the time or the opportunity to edit it, but I am
sure that the intention of the commission was that each of the 12
Reserve banks would select two people.

The idea was that in selecting those two they should not be bankers.
I mean that certainly was the intention. And with the 12 banks doing
that. So, for the purpose of the Board being able to select 12 out of
24, that would be representative, that is the implication.

I admit if legislation were passed it should be clarified. I agree
with you that this language does not do justice to the intention of the
commission, as I recall the discussion.

Representative Reuss. I am glad to hear you say that, and I take
it, then, it is your view that the Federal Advisory Council should be
broadly representative of all aspects of the American economy, and
if the nominations, for example, unduly stressed, let us say, industry
and commerce to the neglect, let us say, of agriculture, labor and the
consumer, you would favor some legislative device so that the Board
could have an adequately representative group to pick from?

Mr. Eccres. I would.

I think that was the intention.

Representative Reuss. Let me turn now to the recommendations of
the commission that the Board itself determine open market policies,
rﬁdiscount rates and reserve requirements, that it be uniform for all
three.

I certainly agree with what the Commission on Money and Credit
was trying to do there. I would, however, raise this question.

You said in an earlier recommendation that the Board in Washing-
ton should meet at least four times a year with the 12 Federal Reserve
bank presidents.

Mr. Eccres. A statutory council of presidents.

Representative Reuss. Yes.

That seems to me a very worthwhile recommendation which we
ought to examine very carefully.
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I wonder, however, if, having done that, it really is necessary to
require that every little open market operation—the same applies in
slightly less degree to changes in rediscount rates and reserve require-
ments—has to be arrived at in consultation with the council of the 12
Reserve bank presidents.

I wonder, in short, whether:

Mr. Eccres. I do not believe it could be interpreted in that light.
1t is a question of open market policy which you are discussing, not
the day-to-day operation. The matter of policy would be a ques-
tion, for instance, of purchasing intermediate or long-term govern-
ments, whereas bills had been the policy.

That would be a policy matter.

Also, the question of what would seem to be the adequate amount
of free reserves that should be in the banking system, whether they
should be as high as a billion or whether they should be 500 million
or maybe 100 million. In other words, it is not the day-to-day opera-
tion,

It would deal with the policy questions of whether money was easy
enough with 500 million, or whether it was too easy with 500 million
of free reserves.

Now, the day-to-day operations are a matter, of course, that even
the Board members themselves don’t discuss every day.

Representative Reuss. Let us leave aside these day-to-day opera-
tions. Even as to policy questions; I wonder if we are not imposing
too much of a consultative burden on the Board when we say that
they have got to have four meetings a year with the Council of Reserve
Bank presidents, and, in addition, consult with them as a mandatory
matter on all open market, reserve requirement, and rediscount policy
matters.

Would it not be enough, for example, to, say, have four or six
meetings a year and let it go at that? I am just wondering if you are
not setting up an administrative straitjacket here.

Mr. Eccres. I do not believe you are. I think, based on my own
experience, I would certainly desire to call upon the Reserve bank
presidents for a discussion before changing policy with reference to
open market policy or discounts or change of reserve requirements.

I think they are of such national importance, it is very important
that the president of your 12 banks be fully informed. They can
be very helpful if they know the background, if they know what is
going on, and if they have had their say. They then would certainly,
if they have had opportunity for expression of their views—give
much better support than if they did not know what was going on,
and they did not have an opportunity to be heard.

They are professional people, the way it has developed. They are
career people pretty largely—I think entirely as of the present time—
and they are very close to the economic situation in their area, to the
credit and the money situation of the area, and I think their advice
and their council would be helpful.

I can assure you of this. You would find they are not always in
agreement. You would find they have different points of view which
are worth while for the Board to get.

Representative Reuss. Thank you.
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I have one more question. The commission also recommends that
the changing of reserve requirements be put into 8 to 18 category,
and that the present dichotomy between Reserve city banks and coun-
try banks be ended.

I have this question. I take it that the two great differences be-
tween the use of open-market policy and the use of a change in re-
serve requirements to affect the level of reserves are that:

(1) When you are expanding reserves and you do it by lowering
reserve requirements rather than by buying securities in the open
market, you thereby give the banking system 100 percent of the benefit
of the added reserves from the standpoint of earning assets rather than
87 or 88 percent.

(2) And the second differences, as I see it, is that if you want to
make a tremendous difference in the credit creating powers of the
banks, it may be easier to do it by a massive change in reserve re-
quirements rather than by open-market policy, although I am not
sure of that second.

Would you agree as a preliminary matter that those are the two
major distingiushing features of the reserve requirement change
}r;letgc?)d, on the one hand, and the open-market method, on the other

and ?

Mr. Eccies. I would like to add this to what you have said.

The change of reserve requirements applies to every bank across
the board, whether they need reserves or they do not need reserves,
whether they may be m an easy position or not. It is across the
board that the action is taken. It 1s what I choose to call more of a
shotgun method to get quick action. To reduce reserve requirements,
even one-half of 1 percent, would put over the night into the banking
system a very substantial amount of excess reserves.

There is no indication that in many banks those reserves would be
immediately used. It is a slower process in getting their use of that
volume of excess reserves.

One of the difficulties is, to lower reserve requirements is a very
easy thing to do and a very pleasant thing for the banking system. It
increases their earning capacity. It frees balances with the Reserve
banks upon which they get no return.

To increase reserve requirements is pretty drastic. It would
tighten the situation too rapidly, and I think that it is very difficult
to increase reserve requirements unless we had an unusual situation.

At the time we got these powers, the Banking Act of 1935, it was
primarily to absorb the huge amount of excess reserves that were in
the banking system because of the very large gold inflow. We had
something like 7 billion of excess reserves as a result of the
gold inflow due to our devaluation, in part. In order for the central
bank to get close enough to the money market to have any influence
at all, it had to be in the position where free reserves were much lower.
It is a standby power that the Reserve System should continue to have.

It is a power, however, that should be used very sparingly, in my
opinion.

The open market operation is very flexible. It puts reserves im-
mediately into the money market in the amounts desired. It has a
close relationship to Treasury financing. Through open market policy

rates on Government securities can be influenced. This was done last
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fall at the time this country was having large losses of gold—by
buying intermediate and longer term bonds and selling Treasury bills
and certificates. The effect was to reduce the intermediate and pos-
sibly, to some extent, the rates on longer term securities and to in-
crease the rate on bills and certificates.

Certainly it increased the amount of bills in the market and tended
to reduce the amount of intermediate or longer bonds by reason of the
»p&lrchase, and I think may have had some temporary psychological
etfect.

Representative Reuss. I thank you for your excellent summary of
the differences in technique and effects of changing the reserves via
the reserve requirement route and via the open market route, and
now I would like to ask my question based on this, although I think I
may be trespassing.

Senator Douveras. No, no, please go ahead.

Representative Reuss. My question is this:

If you sort out the various elements that are involved in the judg-
ment as to whether you use reserve requirements or open market
policy to change reserves, it seems to me that you come up with this

That the use of reserve requirements on the upside to diminish re-
serves is a very drastic sort of a piece of machinery to be used only
in relatively anusual situations or circumstances. On the downside,

-to increase reserves, it involves, very largely, a choice as to the level of
bank earnings, on the one hand, and as to the burden on the taxpayer
through the carrying of the national debt, on the other hand.

I am wondering if this latter set of value judgments is not a set of
judgments that ought perhaps to be made by Congress over at least
the intermediate period for 5-year or 10-year periods, based upon con-
gressional judgments as to the burden of the interest rate on the na-
tional debt.

If this were done, it might be that the limits within which the Fed-
eral Reserve Board might change reserve requirements would be
‘rather narrowly circumscribed or even the level itself stipulated in the
act of Congress, leaving to the Federal Reserve the power to change
those for extraordinary reasons. As it is now, the vital question of
bank earnings and burden to the taxpayer on the carrying charges of
the national debt, which ought to be, I should think, high-level, fully
debated considerations, gets decided in a somewhat offhand way. I
am wondering, therefore, whether it would not be in the public in-
terest to narrow somewhat the range of reserve requirements which
may be set by the Federal Reserve, or even have the act of Congress
name a flat percentage figure, provided always that where extra cir-
cumstances occur, the Federal Reserve Board could change it ? :

Mr. Eccrres. I would not personally like to see that done. I would
like to suggest you consider these factors. In the first place, the pres-
-ent law provides a reserve of 7 percent—this is a statutory require-
ment—of what is known as country banks. Ten percent is a statu-
tory requirement of Reserve city banks. The central Reserve city

" bank has gone out of the picture, and it should have gone when the
-Federal Reserve System was set up.
-The Banking Act of 1935 gave to the Board power to double these
‘reserves. ‘That is the limitation. ' ‘

Now, the Commission sees no reason or justification for having dif-

ferent reserves among different classes of banks.
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Representative Reuss. If I may interrupt at that point, I have not
really raised that in my discussion. Let us assume that that is a valid
recommendation.

Mr. EccLes. Yes.

I would like to say in that connection Congress passed legislation
permitting the vault cash to be counted as reserves of member banks.
That gave a special advantage to the smaller banks who have a sub-
stantial amount of their reserves in cash in the vault, whereas the Re-
serve city banks are close to a Federal Reserve bank or branch and
carry very little currency.

So it did tend to make for some equalization in that regard.

Representative Reuss. And so the Commission, T gather, felt it is
now fair to meld the two categories?

Mr. Ecoes. Yes, I think so. That tends at least to make it more
fair, you see.

Representative Reuss. Yes.

Mr. Eccrtes. Now, of course, the whole purpose of a reserve bank-
ing system is to control the amount of credit that a member bank is
able fo extend, and the higher the reserve requirement, the harder it is
to ease the money situation. In other words, the Federal Reserve
would have to buy that many more Government securities. If you
have a 20-percent reserve, you get a 5 for 1 leverage. You have a 10-
percent reserve, you get a 10 to 1 leverage.

Following the pattern of central banks generally, Canada, England,
and other places, they do not require large reserves. The reserve
requirement, I think is around 10 percent.

There are situations where a bad inflationary situation developed,
hecause governments have borrowed directly from the Treasury for
their financing. In such cases reserves have been as high as 60 per-
cent. That is where you get direct financing for the Treasury, so the
borrowing directly from the Reserve banks creates a huge volume of
.excess reserves. So a high reserve requirement is necessary.

I am familiar with, as I know you are, the theory of 100-percent
reserve requirement, and the Government doing all of its financing
.on a basis of no interest. :

There has been a school of thought that said that we should have
a 100-percent reserve requirement and the Government would not
have to pay any interest. I am not so concerned about the interest
that the Government pays. It goes back to the economy as a whole.
You look at the ownership of your bonds and you will find they are
very widely distributed, and so the interest in widely distributed, and,
of course, the Government collects in taxes a substantial amount of
the interest where the bonds are held by corporations or banks, for
instance.

You have, as I have indicated in my statement, 6,600 banks which
are not members of the Federal Reserve System. Certainly, if the
reserve requirements are going to be made onerous, those banks would
have to be brought into the system or those that-are in the system
would withdraw. : ‘

The higher the reserve requirement went the less likely they would
be to stay in.

Representative Rruss. Your commission, of course, recommends
that all insured commercial banks be brought in.
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Mr. EccLes. We definitely do.

It may be necessary to cover all uninsured, if you got too high a
reserve requirement. They may try to get along without insurance;
that is a possibility. There is nothing magic in the 8 to 18 percent.
You could make it a minimum of 10 percent and a maximum of 15
or 20.

But I do think that there should be this discretion. I think that to
go to Congress, as you people know better than I do, it is a long,
drawn-out process to get changes, and if there is going to be an
amendment to the act to take all banks of deposit into the system and
require reserves to be uniform, I should like to see some leeway be-
tween the maximum and the minimum.

Senator Doueras. It is 10 minutes after 1 o’clock. If Mr. Eccles.
would be willing to return this afternoon at 2:80, or, on the other
hand, Congressman Reuss has a question which he wishes to put now.

Representative Reuss. I guess I am the last questioner here and,
thus, 1f Mr. Eccles could bear with me for a couple of minutes more,
and I hate to keep the chairman here

Mr. Eccres. I will be glad to come this afternoon.

Senator Doucras. That is all right.

Representative Reuss. Let me ask this question :

The present reserve requirements set by the Federal Reserve Board
are 12 percent for country banks and 16.5 for city banks. That is
where they are today ?

Mr. Eccres. Yes, that is right.

Representative Reuss. Now, let us leave to one side for the moment.
the question of whether city and country banks should be made
identical.

Why would it not be sensible for Congress to provide that reserve
requirements shall be, until further legislative change, exactly what
they are now; i.e., 12 percent for country banks; 16.5 percent for city
banks? Or, if your recommendation for marrying the two were
adopted and they reach identity over a period of years, the country
banks going up a little, the city banks going down, whatever the for-
mula is, could you not provide that reserve requirements may be
shifted to anywhere within the interval between 8 and 18 percent,
only when the Federal Reserve Board determines that the method
of open market purchases or sales is a less valid method for executive
monetary policy ?

In other words, I do not see why the Federal Reserve Board should
have this power to decide how much the taxpayers have to shell out
on' the national debt. I should think that it is enough to give the
Federal Reserve Board discretion within the field of monetary policy.

Mr. Eccres. I should like to see whatever reserve requirement 1s
fixed, made uniform. Whether it be 16 percent or 10 percent or 12
percent, it seems to me that it is a misnomer to say country bank and
reserve city bank. It goes back to before the Federal Reserve came
into being and is a carryover.

There are large cities where the banks arve classified as country
banks. Newark, Jersey City N.J., and Rochester, N.Y., for instance,
and you can find, if you look over the country, many other large cities
with big banks classed as country banks.
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On the other hand, you have much smaller cities in other areas that
are classed reserve bank cities.

And so I would say there should be uniform reserve, whatever
rate i1s fixed. Whether the Congress wants to give the Federal Re-
serve Board the power to change reserves, of course, is up to them.
I would prefer to see some discretion. If the Federal Reserve Board,
an agent of the Congress, makes these changes and they cannot justify
it, it seems to me that they have got to appear before the committees.
They have got to give reasons for their changes. There has cer-
tainly got to be justification.

A 16-percent reserve is substantially higher than is carried in most
countries, and 1t seems to me that a lower reserve here will accomplish
- the same purpose, unless the Government is facing the problem from
strictly a standpoint of requiring the Federal Reserve to carry sub-
stantially more of the public debt—that is what it amounts to—and
the banks carrying less of the public debt. .

There is a criticism very often that the banks do not extend credit
with the ease that they should ; that they charge too high rates.

Well, the higher their reserve requirement, the less funds that they
will have to loan, the higher the rates they are likely to charge or
the service charges that they are tikely to make.

Representative Reuss. Except to the extent that through open
market purchases their reserves reach whatever level is required.

You can increase reserve '

Mr. Eccres. Thatis right.

But open market purchases, that, of course, would give the banks
excess reserves, the open market purchases would, and, to the extent
they became free reserves, they would be under pressure to loan those
funds, that is true. To the extent that the reserves they carry with
the central bank are not, say, excessive reserves, of course, to that ex-
tent, the banks would have more funds on which to earn. There is
this problem of bank earnings that I would like to call the committee’s
attention to.

You have a growing economy.

A statement was made this morning that the growth of the money
supply should be related to the growth of the economy. If we had
the kind of a growth in the economy each year that some seem to
think that we should have, or could have, say, 5 percent, and the
money supply had to grow to that extent, that would mean that de-
posits would grow very substantially. That, in turn, means that the
capital and the surplus of the banking system should have a very
‘substantial growth.

There has been criticism that the capital and the surplus of the
banks is inadequate for many of them in relationship to their deposit
liability today, and, of course, with the growth in the money supply,
that ratio would get worse instead of better.

Now, there are two ways that a bank can get funds, capital funds.
One is retained earnings and the other is go to the capital market.

If they go to the capital market, they have to have substantial earn-
ings and pay dividends. So if it is expected that you are going to
have a strong commercial banking system, they are going to have to
have earnings in order to either retain earnings for additional re-
serves and capital, or they are going to have to go to the capital
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market for funds, and to do that they are going to have to pay divi-
dends and their stocks have got to be sufficiently attractive to go to.
the capital market.

I think if you will take the record of the banks over the period
of the last 20 years, or even the last 10 years, that the earnings of
the commercial banking system were substantially less than that of
industry.

Representative Reuss. T have one final question. There is no rea--
son, 1s there, under a system whereby adequate reserves are created
by open market policy, why the banking system may not thereby
have sufficiently bountiful earnings so that they may meet their future
capital needs?

Mr. Eccres. Open market policy does not necessarily help earn-
ings. To create excess reserves can lower interest rates very sub-
stantially and banks’ earnings will be reduced. The banking system
during the first 6 months of this year, practically all of them had a
reduction in earnings, and even though they had, the banking system,.
as a whole, had 500 million of free reserves.

Representative Reuss. Most of which were created, however, by
the action of the Federal Reserve in counting vault cash ?

Mr. Eccres. They were all created by action of the Federal Reserve..

My point is merely.by having free reserves does not help the earn-
ings of the bank. It does the reverse. It drops the interest rate to.
a very substantial extent. There was a time when the banks had
seven billion of excess reserves and the interest rate on Treasury bills:
was zero. So that merely excess reserves does not improve the earn-
ings of the commercial banking system.

It tends to put them under pressure to loan. It creates a favor-.
glb(lie climate for the extension of credit at lower rates. That is what.
1t does. -

: ‘Representative Ruess. This is an extremely interesting subject, but.
I have already trespassed longer on our time than I should have.

I might conclude by asking you to do this, Mr. Eccles. If, when
you read the colloquy that we have just been having, and I assume-
you will have an opportunity to read it, you wish to say anything to
enlighten me further on my central point, I would appreciate it. My
central point is that it seems to me just as possible for the banks of’
this country to enjoy adequate earnings under a system -whereby re-
serves are created by open market policy than under a system whereby-
reserves are created by the lowering of the reserve requirement. :

- Mr. Eccres. Ido not believe that istrue.

Representative Reuss. Would you address yourself, perhaps, in a.
reply to the question I haveasked? T think it would take us unduly
long now, but I would appreciate anything that you would care to
add on it to disabuse me of what apparently is a misapprenhension of”
how things work. ’

(The information is as follows:)

Replying to Representative Reuss’ comment that it “seems to me just as pos-
sible for the banks of this country to enjoy adequate earnings under a system
whereby reserves are created by open market policy than under a system where--
by reserves are created by the lowering. of the reserve requirement,” I believe-
that is true if reserve requirements are low enough to commence with—the-

reason being that the lower the reserve requirement, the greater the amount of -
loans and investments the banking system can make.
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Creating reserves in the banking system by open market operations enables
the banking system, as a whole, to expand credit and deposits by an amount
depending upon the reserve requirements. In other words, if reserve require-
ments were 20 percent of demand deposits, the expansion could be approximately
five times that amount.

If the amount of open market purchases by the reserve system were offset by
an increase in reserve requirements of a like amount, the banks would lose earn-
ing assets to the reserve system by the amount of the increase in reserve re-
quirements.

The reserve system, if it had the power to do so, could increase reserve re-
quirements of the banking system to 100 percent of the banks’ commercial de-
posit liability. To meet this increased requirement, or any portion of it, the
banks would bave to borrow from or sell earning assets to the reserve system
equal to the amount of such increase. This would ultimately leave the banking
system with no earning assets except their capital account and the reserve sys-
tem with all of the remaining earning assets.

The higher the reserve requirements of the banking system, the greater would
be the pressure on interest rates and service charges to maintain earnings. The
lower the reserve requirements, the greater will be the earning assets of the
banking system and the less the pressure on interest rates and service charges.

Senator Doveras. We will meet this afternoon at 2:45 if you will
be willing to return.

I would like to complete the record on one point, if I may, and that
is the earnings of banks.

The members of the staff have given me a memorandum drawn
from the annual reports of the Federal Deposit Insurance Corporation
covering the insured commercial banks showing net profits after cor-
porate income taxes per $100 of total capital accounts; that is, in-
cluding capital and preferred stock, surplus, and undivided proﬁts
and reserves.

(The information is as follows:)

Percent Percent Percent
1941 6.72 11948 e T.4911955 e 7.90
1942 ___._ 6.34 | 1949 _—_._ T7.98 11956 ccamceeeee 7.82
1943 e 8.82 11950 o meeee 8.51 | 1957 e 8.30
1944 o LA R I £ 1) R — T.8211958 oo 9. 60
1945 ___ 10.87 | 1952 8.07 (1959 o 7.94
1946 __ 10.01 § 1958 e (08 [ R — 10. 03
1947 ____ 8201954  _________ 9. 50

For 1960 this indicates profits prior to taxes, something over 20

percent.

Mr. Eccres. Yes. '

Last year was a high earning year because of your Very high in-
terest rate. You had a tight money policy last year, and, 1f you will-
recall, the Treasury bills got up to 4.5 percent and the general loan-
rate was high, not because the banks fixed the rates, but because
the demand for money exceeded the supply when there was no growth
in the supply because of Federal Reserve policy.

Senator Doucras. Thank you very much.

We appreciate your willingness to come back.

(Whereupon, at 1:25 p.m., the hearing was adjourned, to recon-
vene at 2:45 p.m., of the same day.)
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AFTERNOON SESSION

Chairman Paryan (presiding). The committee will please come to
order.

Governor Szymeczak, please. We have as our first witness Mr. M. S.
Szymezak, who was a member of the Board of Governors of the Fed-
eral Reserve System, I believe longer than any person in history.

I think you were a member 30 years, is that correct, Governor
Szymezak ?

STATEMENT OF MATT S. SZYMCZAK, CONSULTANT TO C. J. DEVINE
& CO., NEW YORK, CONSULTANT TO THE PRESIDENT OF GEORGE-
TOWN UNIVERSITY

Mr. Szymczak. Thank you, Mr. Chairman, 28.

Chairman Parman. We are glad to have you with us,sir. I under-
stand you have a prepared statement so you may proceed in any way
you desire.

Mr. Szymczax. Thank you, Mr. Chairman.

I would like to thank Congressman Wright Patman, chairman of
the Joint Economic Committee, and Senator Paul Douglas, its vice
chairman, and all the members of this committee for the invitation
to testify—to give my views on the recommendations which the
Commission on Money and Credit has made with respect to the Fed-
eral Reserve System. The purpose of this committee’s work is ex-
cellent and the patience, time, and energy devoted to your challenge
deserves sincere and high praise not only from the public but espe-
cially from Government officials. Your work is in an area where
so many contrary theories prevail and where so many high authorities
in business, education, and government express a rather large variety
of views with positive knowledge gained from theory and practice.
Ever since you have come into operation, economic knowledge among
the public has increased at all levels. The public, the student, the
teacher, and the lawmaker benefit from the material you compile
and present. :

The Commission on Money and Credit, its chairman, Mr. Frazar B.
Wilde,. and those who gave of their funds for the study and its staff
and experts are to be praised for what they did. They did it well.
I was particularly pleased to see that my close friend and former
colleague, Chairman Marriner S. Fecles, is a member of the Com-
mission. His experience and dedication are invaluable. I am glad
he is here today.

Let me here say “thank you” to Bertrand Fox, research director,
and Eli Shapiro, deputy research director. It must have been a very
difficult job to compile this report. This becomes evident through the
memorandums of comment, reservation, or dissent which appear in
the report as footnotes. Let’s not neglect to say that this report is
a very good step forward. It shows work and promises that answers
must and will be found ; some now and some later.

It goes into areas where it is next to impossible to be immediately
specific, and satisfy everybody, regardless of where he stands. That
I do know. As the chairman of the- Commission, Mr. Frazar B.
Wilde, expresses it, this study should be read by as many Americans
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as possible so that more of the American people will get a better
knowledge of the “important and vital complementary role of Gov-
ernment in helping a relatively free society to do a better job.”

I understand you wish me to address my remarks to the structural
changes in the Federal Reserve System recommended—I shall do so
briefly in this paper, but I also shall be glad to answer questions on
these and other related recommendations in the report—today or at
any time in the future.

1. The Commission recommends that all insured banks should be
required to become members of the Federal Reserve System. This
%uestion of membership is not new, as you know. The “Fed” and
Ftl);lgoress have wrestled with this for years, even long before the

IC.

Let me state at the beginning that I, too, think that the problem
of membership or nonmembership in the system, i.e., the scope and
thus potential effectiveness of monetary control, should be solved as
soon as possible.

The question is mostly a matter of equity, and here are the reasons:

(a) Figures prove what has been indicated in the Commission
report, the relative amount of deposits under the control of the mone-
tary authority has decreased; and while the number of insured com-
mercial banks has increased over the period under observation, the
number of member banks has decreased.

The figures are:

December { Per- | December | Per
1047 cent 1960 cent
Total deposits held by commerecial banks:
All commereial banks. .. ____._ ..o ... ... 144,102 100 220, 844 100
Member banks._ . ... 122, 528 85 193,029 84
Nonmember, insured......_._ - 19, 340 13 35,391 15
Nonmember, noninsured.. .. ... _______._____ 2,251 |ooooo.. 1,443 oo ...

Why have banks left the Federal Reserve System? The main rea-
son is because of the reserve requirements they are obliged to hold
with their respective Reserve bank. These requirements are at pres-
ent 16.5 percent of net demand deposits for central Reserve city and
Reserve city banks and 12 percent for country banks.

The present legal requirements can cover a range of : 10 percent—
22 percent for central Reserve city and Reserve city banks, and 7
percent—14 percent for country banks.

In effect, this means that member banks have to keep more or less
substantial amounts of their net demand deposits idle. For a bank -
which operates on narrow margins this means considerable hardship.
It is common knowledge that there is a trend among depositors to
shift excess funds from noninterest bearing demand deposits to time
or savings deposits. Thus commercial banks lose demand deposits,
and, in addition, reserve requirements freeze additional amounts of
deposits. Now, as the Commission goints out, reserve requirements
for nonmember banks are established by most States and frequently
are lower than requirements imposed on members. Various States
permit State-banks to count balances with correspondence as legal
required reserve. Thus nonmembership is given a competitive ad-
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vantage. Some count holdings of Governments as part of required
reserve.

Looking at the problem from this angle a second reason offers itself
as to why the present setup should be revised, namely, that of equal
treatment under law. National banks are compelled by law to join
the Federal Reserve System, and, thus, the law makes them subject to
reserve requirements. All other commercial banks do not have to
join, thus are not subject to the “Fed’s” reserve requirements and
thus are granted by law a competitive advantage.

Three proposals are made:

1. To require all commercial banks to become members of the Fed-
erol Reserve System, or

2. To require all banks wanting insured status under the Federal
Deposit Insurance Corporation to become members of the Federal
Reserve System, or

3. To require that all commercial banks, whether members or not,
be subject to similar reserve requirements both with respect to quan-
tity and form while permitting the present right to nonmembership.

I agree with the Commission that attacking the problem at the re-
serve requirement angle would overcome the principal potential in-
ducement for present members to withdraw and thus also the slip-
page in monetary control no matter how fractional it may be.

The recommendation of the Commission is that all insured commer-
cial banks should be required to become members of the Federal Re-
serve System. I feel that they should not be required to become mem-
bers, but rather I feel that it should be made more attractive for
commercial banks to join the System. Another obstacle to joining
the System is the requirement that member banks cash checks at par.
It is my conviction that the advantages offered by membership in the
System are great enough to induce banks to join. The Federal
Reserve System does not need to compel anybody to become a mem-
ber. Nevertheless, I do favor the proposal that all insured commer-
cial banks—and who thus have benefits ensuing from the Federal
Government—become members of the Federal Reserve System. Han-
dling the problem this way would eliminate unequal treatment of the
different groups of commercial banks. ]

9. And, of course, I favor uniform reserve requirements—for cen-
tral Reserve city, Reserve city and country banks—whether at the
present legal figure of 10 percent to 22 percent for central Reserve
city banks and 7 percent to 14 percent for country banks which
might bring the requirements for all classes of banks from about
10 percent to 20 percent, or from about 8 percent to about 16 percent,
or to a somewhat, but not too much, reduced figure. I would not re-
move reserve requirements on time and savings deposits. They
are too close to money and are frequently demand deposits in effect.

For a long time, I preferred a more scientific system of required
reserves and so stated at Board discussions. I learned from the able
discussions that it was impractical to do so without creating difficulties
of administration in the application of the scientific system to the de-
_posits and the banks. It would become cumbersome and would
create problems of administration and procedures in the banks them-
selves. Reserve requirements originally were set up in law as safety
reserves, but subsequently Congress made reserve requirements an
instrument of monetary policy.
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To distinguish between large banks and small banks on the basis of
equity and safety revises the congressional concept of monetary in-
struments. I learned this point after many years of attempting to
provide a more scientific approach in the application of the instru-
ment to types and character of deposits and also in an attempt to
place more of the responsibility for freezing reserves on the larger
banking institutions and less on the smaller banking institutions. -
Perhaps some day this will become possible. It is not here now, in my
opinion.

pS. In a number of other recommendations, the Commission proposed
changes in the bodies directly determining monetary policy. Among
others, it is proposed that: :

(a) The determination of open market policies should be vested in the Board.

In establishing its open market policy the Board should be required to consult
with the 12 Federal Reserve bank presidents.

As explained in a footnote, the latter recommendation means that—

the present Federal Open Market Committee be abolished and that the func-
tions of the Open Market Committee be placed in the hands of the Federal
Reserve Board directly.

As the report points out, the present setup originates in the Banking
Act of 1935 when the power over open market operations was officially
delegated to the Federal Open Market Committee and when the deci-
sions of the Committee were made binding on all Reserve banks.
Previously this had not been the case. Experience in open market
operations began on an informal and voluntary basis even before the
act of 1935. Now it is the most used instrument because it is so
flexible and yet so effective. I feel that the Federal Open Market
Committee deserves much credit for this development. The presi-

- dents should stay on the Open Market Committee—nothing makes
more for a truly effective dedication than actual legal responsibility
given by Congress. The Reserve bank presidents bring good informa-
tion, experience, and judgment from the field. Needless to say, they
are experts and they actually take a position, join in the discussion
and vote. Taking them off now woulg, in effect, separate the Board
from the Reserve banks. It would be an unfortunate division of the
System into Washington and the rest of the System, the Federal Re-
serve banks; that one is public and the other is private.

The System has a Federal public structure, it is Government, and
it is one system. Let us not divide it. A membership of 12 on the
Open Market Committee is not too large. A degree of consolidation
has been achieved by the provisions of the Banking Act of 1935. The
voice of the bank presidents in the Committee is valued highly and
very welcome. It is a serious duty which they take seriously and in
the public interest. They are able men and I do not feel that they
should be taken off the Committee, especially if Congress should see
fit to place also discount rates and reserve requirements in the Open
Market Committee, and I recommend that—though the commission
does not. This would then help, in my opinion, unify and strengthen
ghe System as is the intent of the commission, and, I think, of our

ongress.

Further, I am opposed to the proposal to decrease the number of
members of the Board of Governors from 7 to 5. The report shows
fully the amount of work the Board already has, and the commis-



62 REPORT OF THE COMMISSION ON MONEY AND CREDIT

sion makes proposals which would increase this workload. For ex-
ample, commenting on the Board’s work we read in the report that
the exercise of the regulatory powers—

is_expeedingly time consuming and will become considerably more so if the com-
mission’s recommendation in chapter 6 regarding the consolidation of functions
of 1§he pomptroller of the Currency and of the Federal Deposit Insurance Corpo-
ration into the Federal Reserve System are adopted.

So we have an increase in power and duties recommended by the
commission but a decrease in Board membership.

To come back to the above quote, I think the Board should be re-
]101_?75(1 by Congress of some of its present bank supervisory responsi-
ilities.

Let me divert for a minute at this point to speak about the chair-
manship of the Board. As the commission recommends, the Chair-
man’s term as Chairman should be 4 years that begin and end with
the President’s term, and that he in law should be the Board’s chief
executive officer. There is no real need for either provision. The
Chairman already is in effect the chief executive officer of the Board.
That the Chairman’s term be coterminous with the President’s was so
intended by the Federal Reserve Act. That the two terms do not co-
incide now is due to death (President Roosevelt) and retirements (of
Board Chairman) which have shifted the Board Chairman’s term out
of line with presidential terms. Let Congress clarify this, however,
if it is necessary to do so, to make it coterminous actually with the
President’s term.

As you know, each Chairman is different. Marriner S. Eccles,
Thomas B. McCabe, and William McChesney Martin are good ex-
amples. T worked with each and found each very different from the
others. But one thing is true, the Board members must, no matter
what the law, give each Chairman those powers that will enable the
Board to act efficiently and, in the eyes of the public, as one. Differ-
ences between them can be recorded or reviewed before Congress. To
delegate by law further assignments to Board members or staff, as
recommended in the report, is not needed and might create unneces-
sary problems for the Chairman. Let each Chairman and Board op-
erate as they see fit—but efficiently and in the interest of the economy.

Now, to come back to the number of members on the Board and
their work. Efforts should continue by law or by fact to improve
coordinated action. More and more conferences with other Govern-
ment economic agencies become necessary. Workload and responsi-
bilities increase, the number of those carrying the responsibility, how-
ever, should not decrease. I agree completely with the Commission
that the Board members should have more time to devote “to the broad
issues of monetary policy.” Putting all these facts together, I can-
not really find a reason to decrease the number of Governors.

Tt has been pointed out by the Commission that the most important
characteristic of monetary policy is its becoming effective in a very
short period of time. One also is aware of the possible and grave
damage wrong measures of monetary policy can do to economic ac-
tivity. Monetary policy, as we have exercised it since the Treasury-
Tederal Reserve accord, has very little in common with developments
coming about in a more or less automatic fashion. It is more of an
art tham a science—still. It demands that new decisions be made
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from day to day. Under such circumstances, it is good to have the
opinion of more than just three or four or even five eople.

The Board members must maintain close relations with labor, banks,
financial institutions, industry, commerce, agriculture and education.
This need is evident to all because to fulfill its functions properly the
Board needs ever more and better information. Therefore, Board
members have had to travel more often. There is an additional and
perhaps even more important factor, namely, the more extensive in-
ternational relations of the U.S. monetary authority.

As economic ties between us and our Western allies become closer
and closer, it will become even more important for Board members
to travel abroad; in fact, trips of this kind have already been increased.
My point is that with the high probability of Board members being
on trips, here or abroad, a Board with a total membership of five
simply would not have enough people in Washington to assure proper
administration of the country’s monetary affairs. -

As I say, the System has been working well with a Board of seven,
and I do not see any compelling reason why the number should be re-
duced to five. Agam, some Board members might like that but others
would not. As a former Board member, I would not, even though
many times, like anybody else—tired and bored, listening to every-
body else’s point of view—I, too, preferred to expedite action if it was
in accordance with my point of view.

In view of the ever-increasing responsibilities of the monetary au-
thority and the growing need for Board members to leave the so-called
ivory tower more and more often, I feel that the Board of Governors
should be kept at its present number of seven.

There are some other recommendations on which I would like to
comment briefly :

(@) That the bank supervisory functions of the Comptroller of the
Currency and of the Federal Deposit Insurance Corporation be con-
solidated into the Board of Governors of the Federal Reserve System.
I do not feel that the Board should be given more bank supervisory
responsibilities. As I said before, the burden of responsibilities of this
kind is already too great and should be reduced. One should let the
Board of Governors concentrate on monetary and credit policy be-
cause, if it does not, somebody else will.

- If, however, need is seen for a participation of the Board in bank
supervision, a solution might be, but I do not recommend it at this
time, to place a member of the Board of Governors on the bank su-
pervisory board of the FDIC. A

(6) That the present form of capital stock of the Federal Reserve
banks should be retired and membership in the System be evidence
by a nonearning certificate of, say, $500, the same for each bank.

I have testified on this particular question last year. When I
testified last year, I said I did not favor it at this time and gave rea-
sons, some of which I mentioned earlier today; namely, reserve re-
quirement, par, cashing of checks, regulations from Washington, and
so forth, the unique nature of the System, the burden of membership. -

(¢) I agree with the commission that the true qualifications of the
Board members are not the geographic or representation elements
stated in the law, but that they should be “positive qualified by ex-
perlence or education, competence, independence and objectivity.”
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(d) To establish interagency councils is a very good idea. I think
they should be formed, and then we should learn %y experience what
further improvement should or can be made so that coordination of
economic actions by agencies will become better and better.

(¢) The recommendation of the commission that the Federal Re-
serve should deal in “bills preferably” rather than in “bills only” is
something that already is being done by the Federal Open Market
Committee. Opinions as_to its effectiveness vary with the varying
interests, both public and private. I think it is working well but
needs more experience and more acceptance by all segments of the
market.

(f) As to continued efforts to insure uniform standards of discount
practices, let me assure the committee that that has been the situation
in the Federal Reserve System for a good many years and no doubt
will be continued. Each Federal bank reports to the Board and the
Board reviews the standards and discusses them with each president.

) I agree with the commission that salaries of Board members
should be at the highest level available for appointive offices in Govern-
ment.

(h) I do not agree with the commission that the advisory council
should be replaced by one consisting of 12 members appointed by the
Board members in Washington from the nominees presented by the
board of directors of the Federal Reserve banks. The present prac-
tice affords the Board members opportunity to learn a good deal about
the economy, finance and the attitudes and thinking of banks and
bankers. Two-thirds of the members of the boards of the Federal
Reserve banks are not and should not be bankers. Members of the
Board in Washington are public servants.

The present procedure unifies the System in the public interest.
Again, the use of and the good derived from the council is different
at different times depending largely on the attitudes of the individual
Board members and particularly its Chairman, They do not make
policy or get advance information, In my opinion, based on my ex-
perience.

(i) As to eliminating the requirement that gold be held as col-
lateral against Federal Reserve notes and deposit liabilities, I doubt
the advisability of Congress’ considering the matter of elimination
at this time and by itself. A time to consider this matter would be
when, for a longer period of time, the deficit in the balance of pay-
ments has been reduced and finally changed into a surplus. At the
present, I am afraid that it would have psychological effects con-
trary to those indicated by the commission.

To conclude, then, I would strengthen the Board by strengthening
the System as a whole—thus making it a sound and expeditious but
clearly unified body. Let us not weaken the Board by weakening
its parts or by dividing it into parts—public or political and private
or banking self-interest.

This, then, is a rough sketch of my views. I shall be glad to answer
questions or join discussions and do such further research as you
may request, and come back at any time. I thank you and the com-
mission as well as the staffs.

T shall now discuss the summary of the points made in the longer
testimony.
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S First, I agree that all insured banks should become members of the
ystem.

Second, I agree that uniform reserve requirements on demand de-
posits at about the present legal figure or slightly, but not much, below
1t, should be adopted.

Third, however, reserve requirements on time and savings deposits
should be retained.

Fourth, I agree that maximum interest rates on time and savings
deposits should be on standby basis only. That is, that authority
should be in the Board.

Fifth, I do not agree to remove presidents from the Open Market
Committee.,

Sixth, I am opposed to a decrease of Board members to five from
seven.

Seventh, I agree to make the Chairman’s term of 4 years cotermi-
nous with the President’s term.

Eighth, the Chairman already is chief executive officer in fact.
Every Board sees to that naturally. If that is spelled out in the
law, 1t would merely clarify a state of affairs already in existence.

Ninth, I do not agree to delegate by law certain assignments to
Board members or staff. Let each Board and Chairman operate as
is best and most effective. Views should be expressed by each no
matter how tiring or boring for others.

Tenth, I am opposed to placing duties of Comptroller of Currency
and Federal Deposit Insurance Corporation in the Board. If in
opinion of Congress, the Board should participate in formulation of
bank supervision policy, Congress can provide a Board member to
serve as ex officio member of the Federal Deposit Insurance Corpora-
tion Board.

Eleventh, I strongly favor reduction of bank supervisory responsi-
bilities now in the Board—for example, examination, trust powers,
bank holding companies, mergers, branches, and so forth.

Twelfth, I would not eliminate member bank stock in Federal Re-
serve banks at present time. I would do so later when unifying and
strengthening of the System is effected by Congress.

Thirteenth, I agree that Board members be appointed on the basis
of positive qualifications by experience or education, competence, in-
dependeiice, and objectivity.

Fourteenth, I agree there should be interagency economic councils.

Fifteenth, bills preferably in the open market operations are already
here, and I think it will continue to remain here. I will be glad to
discuss that later through questions that arise.

Sixteenth, T agree Board member salaries should be at highest level
available for appointive offices in Government.

Seventeenth, I do not agree that a change in the advisory council
be adopted but suggest consideration by Congress when overall revi-
sion of the System takes place to unify and strengthen the System
whether member banks should not elect only three directors—all three
nonbankers and the Board at Washington to appoint four nonbankers,
making a total of seven.

Eighteenth, I do not recommend at this time elimination of 25 per-
cent gold reserve backing to notes and deposits. I suggest considera-
tion of this when we have had a surplus for some time rather than a
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deficit in our international balance of payments. I do not know
whether 1 mentioned this or not, but I would recommend that the dis- -
count rates, the open market operations, and the reserve requirements
be placed in the Open Market Committee.

Nineteenth, as the next step——

1Cha,irman Pataan. Wait just a minute, Governor. Say that again,
please.

Mr. Szymczak. I would recommend that Congress place all dis-
count rates, action on discount rates, all open market operations, and
all changes in reserve requirements in the Open Market Committee.

Chairanm Parman. As distinguished from the Board ¢

Mr. Szymozak. That is right, and have the open market continue
to remain as it at the present time.

Nineteenth, as a next step to this excellent report of the Commission
and to these hearings by the Joint Economic Committee, Congress
consider at once giving the President power to appoint a monetary
commission consisting of four from Congress, two from the House
and two from the Senate, and three from the outside who know but
who are not representatives of banking, finance, labor, consumer, or
industry. Directive should provide a report in the hands of Con-
gress by March 1962.

Chairman Parman. That recommendation of yours that these fun-
damental powers, important powers, the most important powers of the
Federal Reserve Board at the present time be transferred to the Open
Market Committee disturbs me very much.

You see, you are acquainted with the history of the act wherein’
President Woodrow Wilson was determined that people who were
selected by the private banks should never be allowed to have any-
thing to say about the supply of money or interest rates.

Mr. Szymcozax. That is right.

Chairman Parmax. I am apprehensive that this would put us back
in opposition to President Wilson’s views.

Mr. Szymczak. Iunderstand that point.

Chairman Parman. And I was in favor of his views, and I agreed
with what he